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CHAPTER  I 
INTRODUCTION 


In  1934,  the  State  of  Montana  initiated  a  major,  formal  program  of  con- 
struction and  operation  of  state-owned  water  development  projects  intended 
primarily  to  provide  irrigation  water  for  agriculture.  This  program  was  es- 
tablished by  legislation  passed  during  a  special  session  of  the  Montana 
Legislature  in  1933  and  subsequently  amended  and  strengthened  by  the  Legis- 
lature in  1935.  According  to  a  1961  report  prepared  by  Robert  J.  Kelly  (long- 
time Administrative  Officer  of  the  State  Water  Conservation  Board)  entitled 
State  Water  Conservation  Board:  Summary  of  Activities  from  Inception  January 
22,  1935  to  June  30,  1960,  a  summary  of  the  enabling  legislation  for  this  state 
water  program  provided: 

The  Act  creating  the  Board  declared  as  its  purpose  to  encourage 
public  works  and  to  reduce  unemployment  and  thereby  assist  in  the 
national  recovery  and  promote  the  public  welfare.  It  also  declared 
that  the  public  interest,  welfare,  convenience  and  necessity  required 
the  construction  of  a  system  of  works  for  the  conservation,  development, 
storage,  distribution  and  utilization  of  water.  It  declared  that  the 
Board  was  performing  a  governmental  function  in  carrying  out  the  pro- 
visions of  the  act  and  that  water  conservation  was  a  state  purpose.  It 
specified  Board  was  a  body  corporate  and  politic  with  perpetual  existence 
and  an  agency  of  the  State  of  Montana.  Broad  powers  were  given  to  the 
Board  allowing  it  to  cooperate  and  enter  into  agreements  with  all  federal 
and  state  agencies,  investigate,  survey,  construct,  operate  and  maintain, 
and  to  finance  the  construction  of  projects  either  through  funds  appro- 
priated to  it,  by  grants  or  by  the  sale  of  water  conservation  revenue 
bonds.  It  established  various  funds  that  were  necessary  in  the  servic- 
ing of  the  bond  issues  as  the  funds  required  to  carry  on  the  business  of 
the  Board, 

The  Board  was  given  authority  to  file  on  all  unappropriated  water 
of  the  state  and  the  right  of  eminent  domain  to  acquire  lands  needed  for 
projects.  Several  clauses  of  the  act  broaden  the  powers  of  the  Board  to 
include  all  types  of  development  of  natural  resources. 

The  State  Water  Conservation  Board  vigorously  established  and  pursued  the 
program  envisioned  by  the  Legislature.  There  is  no  question  that  the  program 
was  successful  in  its  construction  of  significant  water  works,  minimal  invest- 
ment cost,  increased  direct  and  indirect  employment  resulting  from  the  project 
construction,  improved  and  expanded  use  of  state  water  resources,  and  immense 
economic  assistance  to  agriculture  within  the  state.  Some  feeling  for  the 
amount  of  effort  exerted  and  for  the  success  of  the  State  Water  Conservation 
Board  may  be  gained  from  a  review  of  the  Appendix,  the  first  thirteen  pages  of 
the  Kelly  report. 


In  all,  181  water  projects  of  a  variety  of  types  and  sizes  had  been  con- 
structed by  the  late  1950's.  Included  were  141  dams  and  reservoirs  with  a 
total  storage  capacity  of  over  438,000  acre-feet.  Associated  with  the  dams 
and  reservoirs  were  numerous  diversion  structures  and  815  miles  of  canals  with 
the  capacity  to  carry  some  260,000  acre-feet  of  water.  Total  acreage  served  by 
the  state  projects  was  in  excess  of  400,000  acres. 

In  the  late  1950's,  the  State  of  Montana  apparently  lost  its  momentum  in 
development  of  its  own  water  resources  under  direct  state  sponsorship.  This 
change  in  emphasis  from  the  vigorous  and  exciting  construction  periods  of  the 
1930's  and  1940's  is  suggested  in  the  Kelly  report  on  page  12,  where  it  is 
stated,  "Primarily  the  Board  is  a  construction  agency  but  with  construction 
activities  slowed  by  limited  funds  and  high  costs,  the  Board  has  had  an  oppor- 
tunity to  give  more  attention  to  the  problems  of  management  of  its  projects." 
On  page  13,  the  Kelly  report  states,  "In  continuing  the  construction  of  the 
projects  the  Board  has  faced  a  serious  problem  because  rising  construction 
costs  have  outdistanced  the  increase  in  farm  income."  Not  only  was  there  no 
new  construction  of  significance  after  release  of  the  Kelly  report,  there 
was  a  gradual  deterioration  of  the  entire  state  water  development  system  due 
to  a  number  of  causes  including  advancing  age,  poor  initial  construction 
practices  for  some  projects,  the  inability  of  water  users  associations  to 
finance  major  repairs  for  their  projects,  increasing  costs  per  employee  of 
state  government,  and  decreased  availability  of  general  fund  monies  to  plan 
and  accomplish  repairs  and  improvements.  To  a  considerable  extent,  the  state 
yielded  its  responsibilities  regarding  water  projects  to  the  federal  govern- 
ment, which  has  been  active  during  the  1950's,  196C's,  and  early  1970's  in 
the  construction  of  water  projects.  In  many  cases,  repairs  to  state-owned 
water  projects  were  undertaken  only  on  the  availability  of  federal  funding. 
The  sporadically  depressed  condition  of  the  agricultural  economy  of  the  state 
further  discouraged  construction  of  new  water  projects  and  provided  little 
incentive  for  individual  farmers  and  ranchers  and  the  water  users  associations 
to  pay  increased  water  costs  to  existing  projects,  so  that  the  additional  pro- 
ceeds needed  for  an  effective  and  aggressive  maintenance  program  were  simply 
not  available.  Indeed,  a  few  projects  had  long-term  contracts  (in  one  case 
with  a  perpetual  term)  which  did  not  recognize  the  need  for  escalation  of 
assessments  to  offset  both  inflationary  pressures  and  the  increasing  costs  of 
maintenance  due  to  the  advancing  age  of  the  project. 

In  1967  the  State  Water  Conservation  Board  was  replaced  by  the  Montana 
Water  Resources  Board,  responsible  for  the  management  of  the  state  water 
projects  as  well  as  other  activities,  including  water  planning  and  water 
rights  surveys.  When  executive  reorganization  of  state  government  occurred 
in  1971,  the  Montana  Water  Resources  Board  was  replaced  by  the  Water  Resources 
Division  of  the  Department  of  Natural  Resources  and  Conservation. 

During  the  45th  legislative  session  in  early  1977,  the  Department  of 
Natural  Resources  and  Conservation  advised  the  Legislature  through  various 
committees  that  the  Department  had  inadequate  funds  to  effectively  maintain 
the  existing  state  water  projects  and  that,  because  of  physical  degradation 
of  the  projects,  the  state  could  incur  a  large  liability  in  the  event  of 
either  catastrophic  failure  of  a  major  dam  or  destructive  flooding  of  agricultural 
lands  from  leaking  canals  owned  by  the  state.  The  Department  advised  the  Legisla- 
ture that  it  would  seek  sources  of  funding  from  the  federal  governnent  and  other 
sources  available  to  rectify  this  situation  and  would  return  to  the  next  session 
of  the  Legislature  with  ?.  comprehensive  plan  endorsed  by  the  Board  of  Natural  Re- 
sources and  Conservation  for  either  putting  the  state  effectively  in  or  taking  it 


completely  out  of  the  water  resources  development  business. 

In  March  of  1977,  the  Department  delivered  to  each  member  of  the  Legislature 
a  publication  entitled  State  Water  Conservation  Projects  (Montana  Department  of 
Natural  Resources  and  Conservation,  Helena,  1977)  which'essentially  was  a  status 
report  on  the  physical  characteristics,  present  condition,  and  economic  situation 
of  35  major  state-owned  water  projects  and  a  number  of  projects  of  smaller  size 
and/or  no  longer  active.  A  master  list  of  existing  projects  was  also  supplied 
in  this  report,  as  was  a  general  indication  of  the  Department's  intention  regard- 
ing retention  of  a  number  of  the  smaller  projects. 

Over  the  past  eleven  months,  these  matters  have  been  discussed  in  considerable 
detail  by  the  Department  Director  and  staff  both  with  individual  members  of  the 
Board  of  Natural  Resources  and  Conservation  and  with  the  assembled  Board.  The 
Department's  intention  to  find  a  solution  to  the  dilema  posed  by  the  state  water 
conservation  projects  has  previously  been  made  clear  to  the  Board.  At  this  time, 
the  Board  believes  that  the  Department  has  assembled  a  conceptual  plan  of  action 
which  can  provide  the  long-term  solution  to  the  problems  previously  encountered 
in  management  of  state  water  projects.  The  crucial  element  in  the  proposed  plan 
is  the  hydroelectrification  of  state-owned  dams  and  subsequent  sale  through  long- 
term  contracts  of  the  electricity  generated.  The  revenue  thus  derived  would 
enable  the  state  to  satisfactorily  repair  and  maintain  existing  projects  and  to 
construct  new  water  resources  projects.  Additionally,  implementation  of  the  plan 
could  aid  in  reduction  of  unemployment  within  the  state,  assist  in  alleviation  of 
electrical  energy  shortages,  provide  further  support  to  the  agricultural  community? 
and  put  the  state  of  Montana  back  into  the  business  of  water  resources  development 
and  maintenance  on  a  financially,  economically,  and  environmentally  sound  basis. 
Typical  of  the  advantages  and  benefits  which  will  be  expected  to  ultimately  accrue 
from  full  implementation  of  this  plan  are  the  following: 

1.  return  of  viable  existing  state-owned  water  projects  to 
first-class  physical  condition; 

2.  addition  of  a  small  but  necessary  and  important  quantity 

of  hydroelectric  generation  capacity  to  Montana's  electrical 
system; 

3.  construction  of  additional  state-owned  or  cooperative  water 
projects,  particularly  smaller  off-stream  and  tributary 
storage  projects; 

4.  increased  employment  within  the  state; 

5.  improvement  of  the  agricultural  segment  of  our  economy; 

6.  disposition  of  the  water  projects  which  should  no  longer 
be  held  or  operated  by  the  state; 

7.  placement  of  the  state-owned  water  projects  on  a  sound, 
busines-like  basis; 


8.  reassertion  of  state  leadership  over  previous  federal 
encroachments  in  the  water  project  area; 

9.  increased  recreational  benefits; 

10.  potential  enhancement  of  fish  and  wildlife  habitat; 

11.  substantial  demonstration  to  the  state  taxpayers  that 
a  state  government  agency  and  board  can  develop  and 
implement  creative  and  innovative  programs  in  a  business- 
like manner  to  the  benefit  of  the  entire  state. 

This  conceptual  plan  is  sensitive  to  the  passing  of  time,  partly  because 
of  the  potential  for  lost  opportunity  resulting  from  undue  delays,  and  partly 
because  of  the  rapidly  growing  potential  for  the  financial  liability  of  the 
state  should  we  suffer  a  catastrophic  loss  of  one  of  our  larger  dams.  This 
plan,  with  its  program  of  rejuvenation  of  existing  projects,  can  greatly  lessen 
that  liability. 


CHAPTER  II 
THE  OVERALL  PLAN 

This  conceptual  plan  is  based  on  the  following  assumptions: 

1.  The  potential  exists  to  install  hydroelectric  generation 
capability  on  a  number  of  the  state-owned  water  projects 
in  such  a  way  as  to  derive  continued  irrigation  benefits 
as  in  the  past,  and  yet  add  financial  benefits  applicable 
to  rehabilitation  of  the  state  water  project  system  from 
sale  of  the  hydroelectric  power  produced  by  the  projects. 
The  primary  operation  of  the  projects  would  be  as  irriga- 
tion projects  with  resultant  electricity  considered  a  by- 
product. 

2.  The  original  bonding  authority  of  the  old  State  Water 
Conservation  Board  is  still  intact  (although  largely 
inactive)  and  can  be  modified  if  necessary  and  activated 
within  a  reasonable  period  of  time. 

3.  Because  of  the  varying  economic  success  of  the  state-owned 
projects,  and  because  of  the  universal  potential  liability 
of  the  state  for  e'^ery   project  regardless  of  the  economic 
success  of  individual  projects,  the  concept  of  regarding 
state-owned  water  projects  as  integral  members  of  a  total 
state-owned  system  is  considered  essential. 

4.  The  proceeds  from  sale  of  hydroelectric  power  generated 
on  state-owned  projects  can  be  used  for  the  repair  of 
existing  projects,  design  and  construction  of  new  projects, 
and  further  hydroelectrification  of  other  existing  projects 
on  the  decision  of  the  Board  of  Natural  Resources  and 
Conservation.  This  is  to  be  done  preferably  through  use 

of  a  revolving  earmarked  fund  (to  be  established  by  the 
Legislature)  or,  less  desirably,  through  line-item  entry 
of  such  projects  in  the  Department  of  Natural  Resources 
and  Conservation's  budget,  if  electric  generation  proceeds 
must  in  the  future  be  deposited  in  the  state  general  fund. 

5.  The  operation  of  hydroelectric  facilities  on  state-owned 
dams  will  maximize  income  to  the  state  rather  than  produce 
electricity  at  minimum  cost. 

6.  Operation  of  the  hydroelectric  portion  of  state-owned  projects 
will  be  handled  completely  under  long-term  sales  and  operation 
contracts  by  existing  public  or  private  utilities. 


The  key  factor  in  the  plan  is  the  hydroelectrification  of  state- 
owned  water  projects.  Because  of  the  growing  energy  crisis  and  the 
relative  low  cost  of  installation  of  electrical  generation  equipment  on 
existing  dams,  and  because  of  the  environmental  advantage  of  hydro- 
electric generation  compared  to  coal-fired  electric  generation,  we 
believe  there  is  a  ready  and  profitable  market  for  hydroelectricity 
generated  on  existing  state-owned  dams.  A  preliminary  list  of  state- 
owned  dams  with  hydroelectric  potential  is  given  in  table  1. 


TABLE  1 
STATE  WATER  PROJECTS  WITH  HYDROELECTRIC  POTENTIAL 


Broadwater-Mi ssouri 
Painted  Rocks 
Deadman's  Basin 
Tongue  River 
Ruby  River 

Daly  Ditches  (Republican 
Diversion--low  head) 
Willow  Creek 
Nevada  Creek 

North  Fork  of  Smith  River 
Upper  Musselshell  (Martinsdale  Dam) 
Rock  Creek  (Glacier  and  Cooney  dams) 
Middle  Creek 
Fl int  Creek 

Belief  in  the  marketability  of  hydroelectricity  generated  at  state- 
owned  dams  is  initially  confirmed  in  a  recently  completed  feasibility 
study  performed  by  Tudor  Engineering  Company  of  San  Francisco,  California, 
under  contract  to  the  Department  of  Natural  Resources  and  Conservation. 
This  company  has  an  established  record  of  engineering  success  in  the 
hydroelectrification  of  a  number  of  public  and  privately  owned  dams  in 
California  within  the  past  few  years.  The  study  shows  that  hydroelec- 
trification of  an  initial  three  state  projects  in  Montana--namely 
Broadwater-Mi ssouri  at  Toston,  Painted  Rocks  on  the  West  Fork  of  the 
Bitterroot  River,  and  Deadman's  Basin  on  the  Musselshell--could  produce 
revenues  of  up  to  one  million  dollars  per  year  in  excess  of  a  reasonable 
amortization  of  the  debt  incurred  in  installation  of  the  hydroelectric 
generation  equipment.  Funding  for  the  hydroelectric  generation  equip- 
ment and  its  installation  is  proposed  to  come  primarily  from  the  pro- 
ceeds of  revenue  bonds  issued  by  the  Board  of  Natural  Resources  and 
Conservation  under  the  authority  originally  granted  to  the  State  Water 
Conservation  Board  in  the  early  1930's,  provided  that  authority  is  still 
reasonably  intact  for  this  purpose  or  can  be  provided  by  action  of  the 
next  Legislature.  There  are  other  possible  sources  of  funding  for  this 
work,  including  utility  financing  and  federal  loans  or  grants.  Hydro- 
electrification  of  the  state-owned  dams  has  as  its  main  purpose  maxi- 
mizing the  income  from  the  properties  to  the  state,  so  that  the  Board 
and  Department  will  have  available  a  new  and  reliable  source  of  funding 
which  will  make  possible  the  repair,  maintenance,  and  new  construction 
goals  of  this  plan. 


As  previously  mentioned,  the  proceeds  from  the  sale  of  hydroelec- 
tricity  generated  on  state  projects  must  be  available  to  systematically 
amortize  the  debt  incurred  from  the  sale  of  bonds  to  effect  the  hydro- 
electric conversions  and  to  provide  the  Board  and  the  Department  with  a 
source  of  funds  to  initiate  and  accomplish  the  repair,  maintenance,  and 
construction  aspects  of  the  plan.  By  amendment  of  the  original  State 
Water  Conservation  Board  Act  in  1935,  that  Board  was  allotted  a  "Con- 
servation Revolving  Fund,"  an  earmarked  fund  available  to  the  Board  to 
accomplish  the  projects  under  its  jurisdiction.  While  it  is  not  essen- 
tial that  such  a  revolving  earmarked  fund  be  reestablished  for  use  by 
the  Board,  it  would  certainly  be  desirable  and  would  allow  the  Board  of 
Natural  Resources  and  Conservation  to  accomplish  the  full  program 
outlined  in  this  plan.  Greater  delays,  longer  lead  times,  and  greatly 
decreased  flexibility  would  result  if  the  Board,  through  the  Department, 
must  request  funding  from  the  Legislature  for  additional  projects  by 
line  item  in  the  Department  budget.  The  establishment  of  a  revolving 
fund  by  the  Legislature  during  the  next  session  requires  that  the 
Legislature  have  sufficient  confidence  in  the  judgment  of  the  Board  of 
Natural  Resources  and  Conservation  in  administering  such  an  earmarked 
account,  which  would  be  funded  solely  from  proceeds  of  electricity 
sales. 

There  are  eight  major  elements  or  phases  in  this  new  conceptual 
plan  for  state  water  projects.  These  are  shown  schematically  in  figure 
1  and  with  a  proposed  time  schedule  in  figure  2,  In  summary,  the  eight 
phases  are: 

I.  Addition  of  hydroelectric  generation  facilities 
to  three  state-owned  dams--initial  increment. 

II.  Establishment  and  operation  of  an  earmarked 

revolving  fund  and  program  of  rehabilitation  of 
existing  projects. 

III.  Addition  of  hydroelectric  generation  facilities 
to  state-owned  dams--second  increment. 

IV.  Cooperative  installation  of  hydroelectric  generation 
facilities  on  privately  owned  dams  in  the  state. 

V.  New  water  development  projects. 

VI.  Addition  of  hydroelectric  generation  facilities 
to  state-owned  dams--final  increment. 

VII.  Disposition  of  the  state-owned  Daly  Ditches  Project. 

VIII.  Exploitation  of  non-water-related  assets  of 
state-owned  water  projects  and  continued  dis- 
position of  those  water  project  assets  which  are 
no  longer  viable  or  essential  to  the  state-owned 
water  projects  system. 
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Figure  1  shows  that  the  plan  envisions  one  major  sequence  of  events 
which  is  dependent  on  hydroelectrification  of  three  state  water  projects 
through  sale  of  bonds  as  a  continuing  source  of  income  to  allow  activation 
of  later  phases.  A  reliable  source  of  money  is  essential.  While  federal 
programs  may  supply  a  portion  of  the  funding,  the  greater  the  financial 
success  of  hydroelectrification,  the  greater  the  independence  (from 
federal  control)  of  the  Board  and  the  Department  in  accomplishing  the 
larger  program  described  here.  Two  program  phases  are  not  dependent  on 
and  are  of  lesser  significance  than  hydroelectrification,  but  are  never- 
theless important  and  can  have  a  bearing  on  the  business  credibility  of 
the  Board  and  the  Department.  These  phases  concern  reversing  the  net 
financial  loss  to  the  state  on  the  Daly  Ditches  Project  (Phase  VII)  and 
exploiting  the  non-water-related  assets  suspected  to  exist  on  a  number 
of  state-owned  projects  (Phase  VIII).  A  final  part  of  Phase  VIII  is  a 
vigorous  continuation  of  the  divestiture  program  in  which  inactive  or 
nonviable  state-owned  projects  are  disposed  of  or  otherwise  exploited  as 
expeditiously  and  profitably  as  possible. 

The  Department  is  currently  performing  some  activities  with  respect 
to  the  first  phase  of  the  program,  notably  feasibility  studies,  a  prelim- 
inary survey  of  status  of  the  Board's  bonding  authority,  and  activities 
related  to  securing  water  rights  for  hydrogeneration  on  state  projects. 

A  brief  discussion  of  each  of  these  major  phases  in  the  new  state 
water  program  follows. 

Phase  1.  HYDROELECTRIC  CONVERSION  ON  THREE  STATE  PROJECTS- 
INITIAL  INCREMENT 

Since  the  bulk  of  this  program  depends  initially  on  the  successful 
installation  of  hydroelectric  generation  equipment  on  three  state-owned 
dams,  a  rather  complete  schedule  of  events  and  listing  of  action  items 
has  been  prepared  for  this  plan  and  will  be  presented  in  detail  as 
Chapter  3  in  this  report.  Much  has  already  been  accomplished  in  plan- 
ning for  this  phase,  particularly  a  study  which  examines  basic  technical 
and  economic  feasibility.  Additionally,  the  Department  has  conducted 
discussions  with  a  number  of  utilities  and  rural  electric  cooperatives 
concerning  the  possible  purchase  of  power  generated  at  the  state  pro- 
jects. Vigilante  Electric  Cooperative  of  Dillon,  Montana,  has  already 
applied  to  the  Federal  Energy  Regulatory  Commission  (FERC),  formerly  the 
Federal  Power  Commission,  for  a  preliminary  permit  to  generate  power  at 
the  state's  Broadwater-Missouri  Dam  at  Toston.  The  Department  has  been 
in  contact  with  FERC  and  has  been  assured  that  the  State  of  Montana,  as 
a  municipality  and  as  owner  of  the  dam,  has  a  preferred  position  for 
hydroelectric  generation  at  Broadwater-Missouri.  Vigilante  Electric' s 
filing  is  the  action  of  a  prudent  business  man,  seeking  to  arrange  for 
additional  generation  capacity  for  his  system  at  the  least  possible 
cost.  Currently  Vigilante  Electric  pays  in  the  vicinty  of  5  to  7  mills 
per  kilowatt-hour  for  power  it  purchases  from  BPA,  and  the  prospect  of 
purchasing  power  from  the  Department  of  Natural  Resources  and  Conserva- 
tion's Broadwater-Missouri  Project  at  20  to  30  mills  per  kilowatt-hour 
is  not  particularly  attractive  to  Vigilante  Electric.  However,  the  coop 
has  received  notice  from  BPA,  as  have  BPA's  other  customers,  that  BPA 
cannot  guarantee  that  it  will  be  able  to  supply  any  increases  in  power 
demand  above  the  level  purchased  in  fiscal  year  1983. 
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The  initial  planning  done  on  the  first  increment  of  hydropower 
conversions  indicates  that  there  are  a  number  of  barriers  which  must  be 
overcome  before  the  program  can  be  completed.  These  barriers  will 
result  in  a  protracted  schedule,  which  is  particularly  frustrating 
because  the  three  initial  projects  seem  so  easily  attainable  at  this 
time.  The  Department  estimates  the  cost  of  the  complete  Phase  I  program 
at  somewhere  between  25  and  30  million  dollars.  The  protracted  time 
schedule  for  this  phase  results  from  the  uncertainity  of  the  Board's 
bonding  authority  and  from  the  virtual  lack  of  front-end  money  with 
which  to  complete  the  various  design  studies,  prepare  a  bid  package, 
seek  competitive  bids,  and  arrange  for  the  financing  through  the  sale  of 
bonds.  If  bonding  authority  must  be  updated  or  reinstated  by  the 
Legislature,  relatively  little  will  be  accomplished  in  the  entire  Phase 
I  program  prior  to  approximately  June  1979. 


Phase  II.  OPERATION  OF  EARMARKED  REVOLVING  FUND 

Proceeds  of  electricity  sales  in  excess  of  debt  amortization  on  the 
first  three  state  water  projects  converted  to  hydroelectric  generation 
constitute  the  basic  working  capital  available  to  the  Board  for  engaging 
in  an  active  program  of  water  development.  As  things  now  stand,  those 
proceeds  would  automatically  be  deposited  in  the  general  fund  and  would 
not  be  available  to  either  the  Department  or  the  Board  for  projects 
unless  specifically  and  individually  authorized  by  action  of  the  Legis- 
lature through  normal  budget  procedures  at  each  legislative  session  and 
would  involve  listing  of  these  specific  projects  as  line  items  within 
the  proposed  budget  of  the  Department.  Inherent  in  this  process  is 
built-in  delay,  political  implications,  and  the  relative  inability  of 
the  Board  or  the  Department  to  make  major  changes  in  plans  for  a  specific 
proposed  project  in  the  period  between  legislative  sessions.  During  a 
particularly  tight  budget  year,  the  Legislature  might  be  more  inclined 
to  utilize  the  proceeds  of  the  electricity  sales  from  state  water  pro- 
jects for  programs  which  they  consider  more  pressing  than  constructing 
new  state  water  projects  or  making  major  repairs  to  existing  ones. 
Since  the  hydroelectrification  proceeds  will  be  the  only  funding  avail- 
able for  a  continuing  program  of  water  works,  it  would  be,  at  the  least, 
inconvenient  for  the  Board  and  the  Department  to  operate  through  the 
general  fund. 

There  is  a  strong  historical  precedent  for  the  setting  up  and 
operation  of  an  earmarked  fund  under  the  direct  supervision  of  the  Board 
of  Natural  Resources  and  Conservation;  the  Conservation  "evolving  Fund 
was  established  by  the  1935  Legislature  to  provide  exactly  the  type  of 
flexibility  currently  deemed  extremely  important.  A  water  program  of 
some  magnitude  could  be  operated  in  the  conventional  general  fund, 
biennial  budgeting  manner,  but  this  is  not  recommended  by  the  Depart- 
ment. The  Department  observed  in  the  last  session  of  the  Legislature  a 
strong  sense  of  opposition  to  earmarked  funds.  Many  legislators  felt 
strongly  that  the  conventional  budgeting  channels  provide  for  better 
legislative  control  of  programs  and  prevent  abuses  which  apparently  have 
been  encountered  in  the  past  with  earmarked  funds.  A  strong  recommenda- 
tion will  be  made  to  the  next  Legislature  to  establish  the  desired 
earmarked  fund  and  provide  for  strict  Board  accountability  to  some 
specified  legislative  committee  regarding  operation  of  the  fund.  This 
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fund  could  not  possibly  be  established  before  approximately  April  1979. 
Once  the  fund  is  established,  it  will  become  operative  when  proceeds 
from  electrical  sales  are  received,  probably  sometime  in  1981  or  1982. 
From  that  time  on,  this  earmarked  fund  would  be  an  important  source 
of  funding  for  further  project  work  suggested  by  this  plan,  including 
a  continuing  program  for  rehabilitation  of  existing  state  water  pro- 
jects. Some  portion  of  the  earmarked  fund  would  always  be  retained 
within  the  fund  as  a  guarantee  or  backup  for  a  least  one  year's  bond- 
ing debt  obligation.  The  existence  of  the  earmarked  fund,  as  well  as 
the  existence  of  an  active  bonding  authority  on  the  part  of  the  Board, 
would  not  necessarily  preclude  the  Board  and  the  Department  from  going 
to  the  Legislature  for  general  fund  support  of  some  particularly  impor- 
tant and  perhaps  more  costly  project.  The  federal  government  would 
also  continue  to  be  an  important  source  of  funding  which  could  be 
obtained  either  as  loans  or  as  grants  and  could  be  levered  to  some 
extent  by  matching  state  funds.  There  is  strong  support  in  the  current 
U.S.  Congress  for  inclusion  of  a  substantial  grant  program  in  support  of 
the  hydroelectrification  of  existing  dams  within  the  United  States.  The 
Department  will  actively  pursue  and  solicit  funding  available  for  water 
projects  from  any  source,  including  federal.  The  existence  of  an  ear- 
marked fund  under  the  control  of  the  Board  of  Natural  Resources  and 
Conservation,  however,  would  prevent  domination  of  the  state  program  by 
the  federal  government  under  the  Golden  Rule — he  who  has  the  gold  makes 
the  rules. 

Phase  III.  HYDROELECTRIC  CONVERSIONS  ON  STATE  PROJECTS— 


SECOND  INCREMENT 

With  the  earmarked  fund  in  operation  and  receiving  regular  proceeds 
annually  from  the  sale  of  hydroelectricity  on  the  first  three  state 
projects,  it  is  anticipated  the  Board  would  utilize  this  money  to  assist 
in  repairs  on  other  existing  state  water  projects.  Priority  would  go  to 
dams  and  reservoirs  which  themselves  have  significant  hydroelectric 
generation  potential  after  addressing  critical  rehabilitation  needs. 
There  are  other  state  water  projects  which  have  a  reasonably  high  poten- 
tial for  hydroelectric  generation  but  were  not  considered  for  the  first 
increment  of  conversion  because  of  the  need  for  costly  repairs  which 
would  have  to  be  accomplished  before  certification  could  be  obtained 
from  the  FERC.  As  these  repairs  were  being  made,  a  second  increment  of 
hydroelectric  generation  installation  would  be  planned  and  implemented. 
The  earmarked  fund  would  provide  initial  monies  for  the  feasibility 
studies  and  other  steps  necessary  leading  up  to  the  issuance  of  another 
bond  issue.  Obviously,  this  phase  could  not  start  until  sometime  in 
1981  or  1982,  and  completion  would  not  be  expected  until  1986  to  1988. 
Typical  of  the  hydroelectric  conversion  projects  which  might  be  con- 
sidered in  this  second  phase  would  be  Ruby  Dam,  the  Tongue  River  Dam, 
and  perhaps  the  Republican  Diversion  of  the  Daly  Ditches  Project  or 
Cooney  Dam  of  the  Rock  Creek  Project. 


Phase  IV.  COOPERATIVE  HYDROELECTRIFICATION  OF  PRIVATE  DAMS 

Within  Montana,  there  are  a  number  of  privately  owned  dams  with 
significant  hydroelectric  potential.  In  many  cases,  these  dams  are 
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owned  by  small,  locally  owned  irrigation  companies  and  operated  in  a 
manner  similar  to  the  state  water  projects,  with  similar  problems.  In 
some  cases,  these  projects  have  a  large  indebtedness,  growing  mainten- 
ance costs,  and  growing  reluctance  on  the  part  of  members  to  increase 
their  payments  for  water  or  maintenance. 

It  appears  that  there  could  be  a  mutually  beneficial  program  insti- 
tuted between  the  State  of  Montana  and  these  private  companies  to  install 
hydroelectric  generation  equipment  on  the  private  dams.  The  bonding 
authority  of  the  Board  of  Natural  Resources  could  be  used,  and  the 
financial  support  provided  to  the  private  companies  by  the  Board  and  the 
Department  would  be  amortized  with  interest,  plus  a  small  service  charge 
for  administrative  and  engineering  costs,  through  the  sale  of  hydroelec- 
tricity  in  a  long-term  contract  with  local  utilities.  The  only  require- 
ment which  the  Board  and  the  Department  would  place  on  the  private 
companies  is  that  they  sell  the  electricity  at  a  price  sufficient  to 
repay  the  debt  to  the  state.  Since  many  of  the  irrigation  company 
stockholders  are  also  associated  with  rural  electric  cooperatives,  it 
would  be  at  local  option  whether  to  charge  as  much  as  the  traffic  will 
bear  for  the  electricity  or  to  make  it  available  at  the  least  possible 
cost  to  the  cooperatives  for  their  own  service  areas.  A  program  such  as 
this  would  help  the  agriculturally  based  irrigation  companies  keep  their 
water  costs  low,  ensure  their  ability  to  maintain  their  dam  and  reser- 
voir in  good  physical  condition,  potentially  assist  them  in  amortization 
of  any  outstanding  debt  on  the  dam  and  reservoir,  and  would  add  renew- 
able energy  capability  to  the  state's  resources.  Figure  2  shows  this 
program  to  start  probably  no  earlier  than  1982  and  more  likely  in  1983 
or  1984.  It  could  be  anticipated  that  this  program  would  go  on  into  the 
1990's. 

The  availability  of  federal  funds  to  add  to  the  Board-provided 
funds  could  be  an  important  factor  in  this  type  of  development.  The 
Department  believes  that  it  is  desirable  for  the  Board  to  have  a  dom- 
inant position  over  the  federal  government  in  this  type  of  development 
in  order  to  ensure  local  control  and  will  undertake  studies  regarding 
the  feasibility  of  this  program  as  soon  as  possible  on  the  Board's 
behalf,  assuming  a  reasonable  source  of  planning  funds  can  be  identified. 


Phase  V.  NEW  WATER  DEVELOPMENT  PROJECTS 

The  Department  believes  that  there  is  still  opportunity  within 
Montana  for  additional  development  of  our  water  resources.  Even  though 
there  may  be  problems  associated  with  water  rights,  and  though  the  cost 
of  water  project  structures  has  become  almost  prohibitive,  there  is 
still  opportunity  for  identifying  and  building  new  water  projects  which 
are  economically,  financially,  and  environmentally  sound.  Obviously, 
the  Legislature  shares  this  thought--HB  810  (1977  session)  instructed 
the  state  conservation  districts  to  identify  suitable  off-stream  storage 
sites  which  could  be  developed  for  more  efficient  utilization  of  the 
state's  water  resources.  The  Department  of  Natural  Resources  and  Con- 
servation, through  its  Water  Resources  and  Conservation  Districts  divi- 
sions, has  been  attempting  to  encourage  the  process  by  mandated  by  the 
Legislature.  Unfortunately,  the  Legislature  did  not  fund  its  mandate, 
and  activities  carried  on  thus  far  have  been  Department  funded. 
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So  far,  a  number  of  possible  projects  have  been  suggested  to  the 
Department,  and  several  potential,  small,  off-stream  projects  are  known 
to  the  Department  through  previous  activities  of  the  Water  Resources 
Division  and  its  predecessors.  There  are  indications  that  the  federal 
government  is  gradually  withdrawing  from  the  construction  of  the  water 
projects  built  on  a  large  scale  during  the  last  two  or  three  decades. 
If  so,  a  gap  will  exist  for  leadership  in  the  building  of  small-  to 
medium-sized  water  projects,  particularly  of  off-stream  storage,  which 
would  make  possible  maximum  utilization  of  spring  runoff  waters,  and 
that  gap  could  well  be  filled  by  the  Board  of  Natural  Resources  and 
Conservation.  The  earmarked  revolving  fund  would  provide  a  source  of 
funding  to  support  the  necessary  feasibility  studies,  and  the  Board's 
bonding  authority  could  be  utilized  to  support  worthwhile  projects. 
These  projects  would  have  to  be  economically  and  financially  viable, 
including  the  repayment  of  interest. 

This  particular  phase  probably  should  not  be  undertaken  until  the 
success  of  the  first  increment  of  hydropower  conversions  on  state  pro- 
jects has  been  demonstrated  and  the  Department's  and  Board's  credibility, 
and  the  strength  of  the  Board's  bonding  authority,  have  been  clearly 
shown.  It  is  unlikely  that  this  would  happen  before  1983,  1984,  or  even 
1985.  Despite  the  protracted  schedule,  work  should  begin  in  the  near 
future  to  assemble  an  inventory  of  potential  projects,  with  appropriate 
prioritization,  which  could  be  undertaken  either  in  whole  or  in  part  by 
the  Board  and  Department  in  the  future. 


Phase  VI.  HYDROELECTRIC  CONVERSIONS  ON  STATE  PROJECTS- 


FINAL  INCREMENT 

As  this  water  resources  program  successfully  matures,  and  the  last 
of  the  existing  state-owned  projects  with  hydroelectric  potential  are 
brought  into  good  physical  condition,  it  can  be  expected  that  a  final 
program  of  conversion  to  install  hydroelectric  generation  equipment 
would  be  completed.  At  the  earliest,  this  phase  would  not  begin  before 
1986  or  1987.  Other  than  maintaining  this  phase  as  an  intregral  part  of 
the  overall  state  plan,  there  is  no  need  to  initiate  activity  prior  to 
the  1986-to-1987  date.  Typical  of  projects  considered  in  this  plan 
would  be  Middle  Creek,  North  Fork  of  Smith  River,  and  Nevada  Creek. 


Phase  VII.  DALY  DITCHES  STATUS  CHANGE 

In  1942,  the  State  of  Montana  assumed  ownership  and  operation 
responsibility  of  the  Daly  Ditches  Project  in  the  Bitterroot  Valley  near 
Hamilton,  Montana.  This  project  remains  the  only  state-owned  project 
which  is  actually  operated  by  state  government.  It  has  also  been  a 
consistent  money  loser,  with  a  current  book  debit  of  some  $350,000. 
Over  the  35  years  that  this  project  has  been  owned  and  operated  by  the 
state,  this  unamortized  investment  represents  an  average  net  loss  to  the 
state  (or,  in  another  sense,  a  subsidy  to  the  Bitterroot  Valley  agri- 
cultural community)  of  around  $10,000  per  year.  This  value  does  not 
reflect  the  assessment  of  interest  charges  over  the  years.  At  some 
point,  the  State  Water  Conservation  Board  decided  not  to  charge  interest 
on  its  investments  in  state  water  projects,  primarily  because  of  the 
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continuing  and  generally  depressed  condition  of  the  agricultural  economy. 
It  is  a  separate  matter  of  consideration  for  the  Board  whether  this 
policy  should  be  continued,  and  in  preparation  for  making  that  decision 
a  great  deal  of  research--indeed,  a  separate  report--must  be  assembled 
for  the  Board's  consideration.  Had  interest  been  assessed  on  the  state's 
net  losses  in  the  Daly  Ditches  Project  at  the  nominal  rate  of,  say,  four 
percent,  the  total  state  investment  (or  loss)  including  actual  capital 
investment  and  foregone  interest,  would  amount  to  over  $900,000. 

It  would  be  irresponsible  for  the  Board  and  the  Department  to  fail 
to  come  to  grips  with  this  serious  problem.  Because  there  are  many 
factors  involved,  a  separate  section  of  this  report  (Chapter  IV)  is 
devoted  to  options  which  the  Department  believes  might  be  available  for 
the  Daly  Ditches  Project.  The  Department  believes  that  the  project  is 
extremely  important  to  the  Bitterroot  Valley  and  to  the  State  of  Montana, 
and  its  continued  operation  as  an  irrigation  system  is  considered  to  be 
essential . 


Phase  VIII.  EXPLOITATION  AND  DISPOSITION  OF  ASSETS 

Historically,  the  state  water  resources  staffs  have  concerned 
themselves  primarily  with  the  water  resource  aspects  of  the  property 
owned  by  the  state  in  each  of  the  individual  state  water  projects. 
There  has  been  little  concern  with  the  non-water-related  assets  of  those 
individual  properties.  For  example,  Mr.  Drum  of  our  Board  has  mentioned 
the  possibility  of  exploitation  of  the  coal  assets  under  our  Tongue 
River  Reservoir  lands.  A  preliminary  feasibility  study  of  such  an 
action  is  now  in  progress  at  Montana  Tech  under  contract  from  the  Water 
Resources  Division  of  this  Department.  Renovation  of  a  complete  set  of 
ranch  buildings  located  on  state-owned  property  at  the  Nevada  Creek 
Project  is  in  progress  by  the  Department  in  the  anticipation  of  renting 
the  property  for  a  substantial  annual  income,  which  will  go  to  the 
general  fund  but  will  be  credited  against  the  debt  accumulated  on  the 
Nevada  Creek  Project.  The  Department  is  starting  a  systematic  review  of 
all  state-owned  water  projects  with  special  attention  toward  non-water- 
related  values  which  might  be  capitalized  upon  to  render  an  additional 
return  to  the  state  and  assist  in  amortization  of  debt.  This  is  good 
business  which  we  regard  as  an  essential  part  of  any  long-range  plan. 
The  Department  also  continues  to  take  those  actions  necessary  to  suit- 
ably dispose  of  abandoned  water  projects  held  by  the  state  as  has  been 
discussed  with  the  Board  in  the  past.  Our  March  1977  publication,  State 
Water  Conservation  Projects,  includes  a  listing  of  the  projects  being 
considered  for  disposition  and  of  progress  made  toward  disposition.  This 
too  is  good  business.  The  Board's  recent  advice  to  the  Department  to 
retain  all  property  which  has  potential  for  future  storage  reservoirs 
will  be  carefully  adhered  to. 

In  considering  the  future  of  existing  state  water  projects  the 
Department  believes  as  follows: 

1.  For  canal  or  pumping  projects  without  significant 
impoundment,  the  state  should  turn  title  to  these 
projects  over  to  the  water  users  association  con- 
cerned as  soon  as  the  existing  project  debt  is 
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amortized,  assuming  the  project  is  in  reasonably 
good  physical  condition.  There  is  generally  low 
enough  liability  on  such  projects  that  insurance 
can  reasonably  handle  it;  futher,  these  projects 
consume  Department  personnel  time  on  matters 
which  could  be  just  as  well  handled  by  the  water 
users.  Divestiture  of  these  projects  by  the 
state  would  be  the  most  economically  efficient 
approach  for  all  parties. 

For  projects  having  dams  and  reservoirs  of  any 
significant  size,  it  is  probably  in  the  best 
interests  of  all  for  the  state  to  retain  owner- 
ship, even  after  the  outstanding  debt  is  amortized. 
There  is  high  liability  associated  with  dams 
which  private  groups  are  less  able  to  bear  than 
is  the  state,  and  it  would  seem  unfair  for  the 
state  to  transfer  that  liability  to  a  water  users 
association  along  with  title  to  the  physical  assets, 
Warhorse  Project  is  an  exception  to  this  in  that 
the  Board  has  already  made  committments  as  to 
its  disposal,  and  it  is  a  relatively  low-hazard 
project  in  good  physical  condition. 
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CHAPTER  III 

FIRST  INCREMENT  OF  HYDROELECTRIFICATION 
OF  STATE-OWNED  PROJECTS 


It  has  previously  been  pointed  out  that  studies  conducted  for  the 
Department  by  Tudor  Engineering  Company  (San  Francisco,  California) 
indicate  a  strong  potential  for  initial  installation  of  hydroelectric 
generation  facilities  at  three  state-owned  dams--Broadwater-Missouri  Dam 
on  the  Missouri  River  at  Toston,  Deadman's  Basin  Dam  off  the  Musselshell 
River,  and  Painted  Rocks  Dam  on  the  West  Fork  of  the  Bitterroot  River. 
Data  on  these  three  installations  are  included  in  table  2, 


TABLE  2 

HYDROELECTRIFICATION  DATA  FOR 
FIRST  INCREMENT  OF  CONVERSIONS  ON  STATE  PROJECTS 


PROJECT 


HYDROELECTRIC 
INVESTMENT 


ANNUAL 
COSTS 


AVERAGE 
INSTALLED  ANNUAL 
CAPACITY   GENERATION 


COST  {$)     (6.5%  for  40  YRS)    (MW)      ,MW-HRSx 

^  YR  ' 


Broadwater- 
Missouri   $14,693,000     $1,102,000      14.4      77,980 


Deadmans 
Basin 

Painted 
Rocks 


3,636,000 


282,000 


3,534,000  300,000 

TOTAL  $21,863,000  $1,684,000 


2.6 


10,300 


5.2      16,150 
22.2     104,430 


NOTE:  Annual  costs  are  the  sum  of  debt  amortization  (at  6h   percent 
interest  over  a  40-year  period)  and  estimated  annual  operating  costs. 
If  federal  grant  monies  can  be  obtained  for  capital  investment,  there 
will  be  a  proportional  reduction  in  debt  amortization  costs.  All 
figures  are  taken  from  the  Tudor  Engineering  Company's  Report  on 
Potential  Hydroelectric  Power  for  State  Owned  Dams  (January  1978) . 

Accomplishing  the  proposed  hydroelectrification  will  require  the 
program  schematically  outlined  in  figure  3.  Figure  4  outlines  each  of 
the  eight  major  steps  in  the  program  and  proposes  a  schedule  for  their 
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Fig.  4.  Schedule  for  First  Increment  of  Hydroelectrification  of  State-Owned  Projects 


Activity 


Schedule 


Board 


)roval  of  Plan 


Reactivation  of  Bonding 
Authority 

a.  Research 

b.  Verification 

c.  Modify  (if  nee. ) 

d.  Activate 

Development  of 
Engineering  Design 

a.  Feasibility 

b.  Development 

c.  Detailed  Design 

Legislative  Package 

a.  Bonding  Authority 
(if  nee. ) 

b.  Earmarked  Fund 

Establishment  of  Power 
Sales  Contracts 

a.  Solicitation 

b.  Selection 

Permitting 

a.  FERC  Appl ication 

b.  EIS  Under  MEPA 

c.  Water  Rights 

d.  Other  permits,  in- 
cluding 310,  404, 
section  10 

Contracting 

a.  Solicitation 

b.  Evaluation 

c.  Award 

Construction 

a.  On-Project 

b.  Equipment 

c.  Installation 

d.  Check-Out 


1978 


1979 


1980 


1981 


1982 


Probable  Schedule 


**    Contingent  Schedule 
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completion.  Because  of  the  uncertainty  associated  with  a  number  of  the 
program  steps,  the  most  optimistic  date  for  completion  of  the  initial 
three  hydroelectric  installations  would  be  approximately  mid-1981,  and  a 
more  likely  completion  date  would  be  in  mid-  to  late  1982.  Note  in 
figure  3  that  there  are  four  program  steps  which  are  to  be  accomplished 
in  parallel.  When  these  first  parallel  activities  have  been  satisfac- 
torily completed,  final  permitting  from  the  Federal  Energy  Regulatory 
Commission  may  be  accomplished  and  actual  contracting  and  construction 
can  be  undertaken.  A  description  of  each  of  figure  3's  steps  (following 
step  1,  initial  Board  authorization,  granted  in  March  1978),  is  provided 
below. 


Step  2.  REACTIVATION  OF  BONDING  AUTHORITY 

Under  the  water  resources  laws  of  Montana  the  Board  of  Natural 
Resources  and  Conservation  retains  the  bonding  authority  originally 
established  in  the  mid-1930's  for  the  State  Water  Conservation  Board. 
In  the  last  ten  years  this  bonding  authority  has  been  used  but  little, 
and  then  the  bonds  were  sold  only  to  the  federal  government,  primarily 
for  financing  of  relatively  low-investment  repairs  on  existing  projects. 
The  maximum  usage  has  been  for  some  several  hundred  thousand  dollars. 
Since  the  bonding  authority  is  the  primary  source  of  funds  expected  to 
be  available  for  installation  of  hydroelectric  generation  equipment  on 
the  three  state  projects,  it  is  essential  that  a  careful  investigation 
be  made  of  the  current  status  of  that  authority  and  that  any  deficiencies 
or  problem  areas  identified  be  corrected  by  whatever  steps  are  necessary. 
(There  is  a  possibility  that  financing  of  the  hydropower  installations 
could  be  handled  by  the  utility  or  rural  electric  cooperative  which 
would  ultimately  purchase  the  power  from  the  individual  projects.  This 
would  be  a  preferable  course  of  action  if  a  more  advantageous  rate  of 
interest  were  available  to  the  utility.  In  this  case,  of  course,  the 
Board's  bonding  authority  would  not  be  needed.  The  utility  would  prob- 
ably own  the  electrical  generation  equipment  and  would  pay  the  State  of 
Montana  some  type  of  use  fee  for  rental  or  a  combination  of  use  and 
lease  fees. ) 

The  activities  which  will  be  accomplished  in  this  step  include 
research,  verification  of  bonding  authority  viability,  modification  of 
that  authority  if  necessary,  and,  finally,  activation  of  the  bonding 
authority  in  the  amount  necessary  to  finance  the  first  increment  of 
hydropower  projects.  The  research  effort, will  be  conducted  by  the 
Department's  Legal  Staff,  with  assistance  as  necessary  from  the  Attorney 
General's  Office,  the  Department  of  Administration,  and  possibly  an 
outside  law  firm  specializing  in  bonding  matters.  Following  verifica- 
tion, which  will  consist  of  a  legal  opinion  as  to  the  current  status  of 
the  bonding  authority,  either  modification  or  activation  can  be  initiated. 
Some  modification  may  be  required  because  the  existing  bonding  authority 
(as  understood  by  the  Department)  does  not  pledge  the  full  backing  of 
the  State  of  Montana  to  a  given  bond  issue,  which  may  be  required  in 
order  to  finance  the  multimillion-dollar  amount  required  for  the  first 
increment  of  hydropower  conversions.  If  legislative  changes  are  re- 
quired, bonding  authority  cannot  be  updated  until  after  the  next  legislative 
session  or  approximately  in  June  of  1979.  There  is  also  a  possibility 
that  a  court  test  of  any  new  bonding  authority  would  be  necessary. 
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step  3.  DEVELOPMENT  OF  ENGINEERING  DESIGN 

Figure  4  shows  three  principal  activities  under  this  step.  The 
first  activity,  a  feasibility  study,  is  believed  to  be  virtually  com- 
plete as  presented  in  the  Report  on  Potential  Hydroelectric  Power  for 
State-Owned  Dams  (Tudor  Engineering  Company,  San  Fransico,  1978).  It   is 
expected  that  some  feasibility  studies  by  the  Department's  staff  will  be 
necessary.  In  addition,  Tudor  Engineering  Company  has  applied  to  the 
U.S.  Department  of  Energy  for  a  grant  to  accomplish  detailed  physical 
and  mathematical  modeling  of  the  Broadwater-Missouri  Project  to  test  the 
potential  of  a  low-cost  vertical  turbine  for  that  project.  At  the 
request  of  the  Department,  Tudor  Engineering  Company  has  included  in  its 
proposal  provisions  for  a  subcontract  to  be  awarded  to  a  Montana  engin- 
eering firm  in  support  of  the  modeling  efforts. 

The  next  activity  in  this  step  involves  a  complete  design  effort 
and  initial  specification  of  construction  and  equipment  details.  The 
estimated  cost  of  this  type  of  study  for  the  three  state  projects  is 
approximately  $200,000. 

Vigilante  Electric  Cooperative  of  Dillon,  Montana,  is  particularly 
interested  in  the  Broadwater-Missouri  Project,  and  its  manager  requested 
the  support  of  Senator  Metcalf 's  Office  in  obtaining  a  development-level 
study  by  the  U.S.  Bureau  of  Reclamation.  It  is  our  understanding  that 
this  study  has  been  approved  by  the  Bureau  but  cannot  be  initiated  until 
next  fiscal  year.  Personnel  of  the  Department  of  Natural  Resources  and 
Conservation  plan  to  meet  with  Bureau  of  Reclamation  officials  in  Billings 
to  attempt  to  have  the  date  of  initiation  of  the  study  moved  into  the 
current  fiscal  year  and  to  see  if  the  Bureau  will  also  undertake  devel- 
opment-level studies  on  the  Painted  Rocks  and  Deadman's  Basin  projects. 
It  is  anticipated  that  completion  of  this  level  of  planning  will  provide 
a  sufficient  basis  for  sale  of  revenue  bonds.  The  final  segment  of  this 
step  would  be  a  detailed  design  phase  in  which  the  final  details  of  the 
construction  and  equipment  are  specified  and  a  complete  contract  bid 
package  assembled.  It  may  be  possible  to  fund  this  step  from  Department 
project  funds  or  with  proceeds  from  sale  of  bonds.  There  is  also  a  good 
chance  that  pending  federal  legislation  will  be  passed  which  will  offer 
grant  support  to  small  hydroelectric  conversions  or  existing  dams.  The 
Department  will  apply  for  such  support,  when  available,  and  final  design 
could  be  so  financed. 


Step  4.  LEGISLATIVE  PACKAGE 

Activities  required  under  this  step  include  modification  of  the 
Board's  bonding  authority  by  the  Legislature,  if  necessary,  and  estab- 
lishment of  the  desired  earmarked  or  revolving  fund  for  deposit  of 
proceeds  of  electricity  sales.  These  activities  have  been  adequately 
discussed  earlier  in  this  report.  Department  personnel  would  be  respon- 
sible for  facilitating  these  activities.  The  expected  completion  date 
would  be  April  1979,  corresponding  with  the  completion  of  the  legislative 
session. 
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step  5.  ESTABLISHMENT  OF  POWER  SALES  CONTRACTS 

During  the  initial  feasibility  studies,  either  Department  personnel 
or  employees  of  Tudor  Engineering  Company  contacted  major  Montana  util- 
ities and  those  rural  electric  cooperatives  with  service  areas  in  the 
vicinity  of  the  three  projects  under  consideration  for  expressions  of 
interest  in  purchasing  the  power  from  the  three  projects.  The  response 
was  cautious  and  not  overwhelming  except  in  the  case  of  Vigilante  Electric 
Cooperative  of  Dillon,  which  appears  anxious  to  obtain  the  electric 
power  generated  from  the  Broadwater-Missouri  Dam  at  Toston.  (Vigilante 
has  plans  and  a  preliminary  FERC  permit  application  to  electrify  this 
dam.)  It  can  probably  be  safely  said  that  there  is  interest  in  pur- 
chasing electricity  from  these  three  state  projects  if  the  price  is 
right.  It  is  clear  to  the  Department  that  Vigilante  Electric  Cooperative 
is  primarily  interested  in  purchasing  power  for  its  system  at  a  rate 
similar  to  what  they  now  pay  the  Bonneville  Power  Administration--5  to  7 
mills  per  kilowatt-hour.  It  would  seem  that  a  Department-desired 
wholesale  price  of  20  to  30  mills  per  kilowatt-hour  could  still  be 
favorably  considered  by  Vigilante,  since  that  power  purchased  at  the 
higher  price  could  be  melded  with  their  low-price  BPA  power  to  provide  a 
system  customer  price  of  only  a  little  more  than  now  charged.  A  whole- 
sale price  of  20  to  30  mills  may  seem  exorbitant  now,  but  it  is  expected 
that  power  purchased  from  new  thermal  power  plants  within  the  next  three 
or  four  years  will  cost  at  least  30  mills  per  kilowatt-hour,  wholesale. 

It  has  been  previously  stated  that  the  Department  recommends  a  rate 
structure  sufficient  to  make  return  to  the  state  of  approximately 
$1,000,000  per  year  in  addition  to  debt-amortization  and  O&M  expenses. 
This  magnitude  of  profit  is  considered  necessary  to  get  on  with  the 
business  of  upgrading  and  rehabilitating  other  state  water  projects.  If 
it  is  assumed  that  a  40-year  amortization  period  for  bonded  debt  is 
reasonable,  and  a  6^5  percent  interest  rate  is  charged,  debt-amortization 
and  annual  operating  costs  alone  would  require  a  marketing  price  of 
approximately  20  mills  per  kilowatt-hour.  Realization  of  the  one  million 
dollars  per  year  in  proceeds  in  addition  to  the  debt  amortization  dictates 
a  market  price  of  approximately  26  mills  per  kilowatt  hour  under  these 
same  circumstances.  Figure  5  illustrates  the  effect  of  a  variety  of 
interest  rates  on  market  prices  of  electricity  and  corresponding  annual 
proceeds  in  addition  to  debt  amortization.  For  example,  if  rural  electric 
cooperatives  were  able  to  obtain  financing  for  the  three  projects  at  a 
ZH,   percent  interest  rate  with  the  same  40-year  amoritzation  schedule, 
debt  amortization  and  annual  costs  would  be  equivalent  to  approximately 
9  mills  per  kilowatt-hour,  and  a  wholesale  market  price  of  19  mills  per 
kilowatt-hour  would  realize  the  one-million-dollar-per-year  income  for 
the  Board's  proposed  earmarked  fund.  The  Department  is  not  suggesting 
the  manufacture  of  cheap  power;  rather,  the  conceptual  plan  was  designed 
to  save  the  entire  state  water  project  system  by  charging  full  market 
price  for  electricity  generated  on  state  projects. 

It  is  not  clear  if  it  would  be  necessary  to  solicit  long-term 
buyers  of  electricity  from  the  state  projects  on  a  competitive  basis,  or 
if  the  Department  could  negotiate  specific  long-term  agreements.  This, 
too,  will  be  resolved  by  Department  studies.  In  either  case,  it  is 
expected  that  this  initial  solicitation  activity  could  be  accomplished 
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Fig.  5.   First  Increment  of  State  v;ater  Project  Hydropower  Conversions: 
Net  Proceeds  at  Several  Interest  Rates  and  Market  Prices 


2000  n 


Interest  Rate 
7.0% 


o 
o 

o 


o 

•H 
■P 
(0 
M 

•r^ 

+j 
o 


Q 

o 
+) 

Ci 

o 
+) 
•o 

•H 
(0 

-o 

0) 
0) 

o 
o 
u 

04 


d 
< 


1500     - 


1000     - 


500      - 


NOTE: 

Amortization 
Term  =  40  Years 

Average  Water  Year 


I     '     I     '     I     '     I     ' 
0.010         0.014         0.018        0.022         0.026        0.030         0.034         0.038 

MARKET  PRICE  OF  ELECTRICITY  -  ($/kwh) 
23 


by  the  end  of  calendar  year  1978  and  a  final  selection  process  and 
agreement  as  to  terms  of  long-term  contracts  completed  sometime  in  1979. 
This  activity  is  important  because  the  long-term  contracts  for  power 
sales  constitute  the  basis  for  the  sale  of  bonds  for  installation  of  the 
generation  equipment.  The  Department  would  conduct  the  power  sale 
contract  negotiations,  with  final  contract  approval  reserved  for  the 
Board.  It  is  possible  that  a  suitable  power  sales  contract  could 
perhaps  not  be  obtained  for  one  or  more  of  the  projects,  or  that  con- 
siderable variation  in  contract  terms  between  projects  would  have  to  be 
allowed. 

A  feature  of  the  contract  would  be  a  requirement  for  the  utility  or 
rural  electric  cooperative  to  operate  the  electrical  generation  equip- 
ment on  the  project  (an  additional  cost  for  the  utility).  The  Department 
is  not  proposing  that  state  government  operate  electric  utilities. 
Provisions  for  operation  in  harmony  with  the  primary  irrigation  mission 
of  the  project  would  be  included  in  the  contract.  It  is  possible  that 
an  additional  operations  and  maintenance  (0  &  M)  charge  would  be  included 
in  the  contract,  but  more  reasonably,  the  project-exceptional  0  &  M 
charges  which  the  hydroelectric  generation  facilities  would  be  expected 
to  bear  would  be  considered  part  of  the  $1 ,000,000-per-year  proceeds  for 
the  earmarked  fund,  and  exceptional  maintenance  costs  would  be  handled 
from  that  source. 


Step  6.  PERMITTING 

The  permitting  activities  comprise  four  distinct  and  equally  im- 
portant efforts  which  must  be  accomplished  as  shown  in  figure  4.  First, 
application  must  be  made  to  the  Federal  Energy  Regulatory  Commission  for 
permission  to  install  hydropower  equipment  on  the  three  state-owned 
projects.  It  is  possible  that  FERC  permits  will  not  be  required  on  all 
three  projects,  since  it  is  believed  that  this  process  applies  only  to 
projects  in  navigable  streams.  There  are  several  stages  of  this  process, 
ranging  from  the  preliminary  applications  (one  for  each  project)  which 
very  generally  describe  the  proposed  project,  to  complete  applications 
which  include  complete  details  of  the  installation  and  proposed  opera- 
tion. Much  of  the  information  required  for  these  federal  permits  will 
come  from  the  engineering  and  design  studies  described  previously. 

While  a  final  determination  has  not  been  made,  it  appears  likely  at 
this  time  that  a  complete  environmental  impact  statement  should  be 
prepared  under  the  provisions  of  the  Montana  Environmental  Policy  Act. 
Hydropower  projects  of  this  size  do  not  fall  under  the  provisions  of  the 
Major  Facility  Siting  Act,  hence  no  application  under  that  Act  would  be 
required.  The  Water  Resources  Division  of  the  Department  would  have 
responsibility  for  preparation  of  the  environmental  impact  statement, 
portions  of  which  would  be  required  in  the  application  to  the  FERC. 

The  Department  has  already  established  contact  with  the  FERC  regarding 
requirements  for  permits  for  these  projects.  Basically,  these  contacts 
have  been  for  the  purpose  of  obtaining  information,  and  the  Department 
is  now  preparing  preliminary  applications  for  the  three  proposed  projects 
in  the  first  increment  of  conversions.  As  previously  mentioned  in  this 
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report,  Vigilante  Electric  Cooperative  has  filed  a  preliminary  appli- 
cation for  a  permit  to  the  FERC  on  the  Broadwater-Missouri  Project  at 
Toston.  The  FERC  advises  that  the  Vigilante  application  does  not  com- 
promise the  position  of  the  Board  and  Department  of  Natural  Resources 
and  Conservation  as  a  municipality  and  as  the  project  owner.  Much  of 
the  information  used  by  Vigilante  in  its  application  to  the  FERC  was 
obtained  from  the  Department.  At  the  present  time,  a  cooperative  spirit 
exists  between  the  Department  and  Vigilante  on  the  Broadwater-Missouri 
Project,  although  there  are  philosophical  differences  of  opinion  on  what 
the  price  of  the  power  should  be.  The  legal  unit  of  the  Department  has 
completed  a  preliminary  compilation  of  information  needed  for  the  Depart- 
ment's inital  request  to  FERC. 

The  State  of  Montana,  through  its  Department  of  Natural  Resources 
and  Conservation,  holds  extensive  water  rights  on  each  of  the  projects 
proposed  for  this  first  increment  of  hydropower  conversions.  These 
water  rights,  however,  do  not  appear  to  provide  for  generation  of 
electric  power  as  one  of  the  granted  beneficial  uses.  On  December  28, 
1977,  the  Department  filed  an  application  with  the  Water  Rights  Bureau 
of  the  Water  Resources  Division  of  the  Department  for  beneficial  use  of 
water  for  hydroelectric  power  generation  at  the  three  projects.  It  is 
possible  that  both  upstream  and  downstream  users  and  potential  users  may 
file  objections  to  these  applications,  although  no  changes  to  the 
amounts  of  water  effectively  diverted  at  the  present  time  are  expected, 
and  the  new  water  use  permits  would  primarily  provide  for  the  additional 
beneficial  use  of  hydroelectric  generation  from  waters  that  are  already 
passed  through  in  the  three  state  projects. 

Prior  to  initiation  of  construction  at  the  three  projects,  it  is 
anticipated  that  approval  under  the  Montana  Streambed  and  Land  Preser- 
vation Act  will  be  obtained  from  the  cognizant  conservation  districts 
serving  the  areas  in  which  the  projects  are  located.  This  assumes 
acceptance  of  equivalency  of  the  state  law  to  federal  404  permit  pro- 
visions. It  may  also  be  necessary  to  obtain  a  federal  Section  10  permit 
for  the  Broadwater-Missouri  Project  from  the  Corps  of  Engineers. 
Again,  no  particular  problems  in  obtaining  such  permits  are  anticipated 
at  this  time. 


Step  7.  CONTRACTING 

Successful  completion  of  the  preceding  steps,  including  the  permit- 
ting and  financing,  would  allow  the  Department  to  proceed  with  the 
actual  contracting  and  construction  phases  of  the  three  projects.  It 
appears  that  the  best  way  to  proceed  would  be  to  go  out  for  competitive 
construction  bids  under  three  separate  procurement  packages,  one  for 
each  of  the  three  projects.  It  is  proposed  that  solicitation  would  be 
primarily  of  Montana-based  contractors,  assuming  that  this  would  be 
legal  and  that  an  acceptable  response  would  result.  It  is  possible  that 
a  single  procurement  to  one  contractor  for  the  three  projects  could 
result  in  some  cost  savings,  and  this  will  be  thoroughly  studied  before 
the  final  bid  package  is  brought  to  the  Board  for  approval.  At  the 
present  time,  the  Department  believes  that  there  is  substantial  advan- 
tage in  utilizing  local  construction  firms.  This  maximizes  the  employ- 
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ment  of  local  labor  and  maintains  a  high  level  of  local  interest  in  the 
projects.  Only  a  substantial  cost  advantage  in  placing  all  three  con- 
tracts with  a  single  firm  would  cause  the  Department  to  recommend  against 
the  utilization  of  three  separate  contracts. 

Step  8.  CONSTRUCTION 

In  general,  the  construction  phase  would  involve  considerable 
modification  to  the  existing  dams  as  well  as  the  installation  of  foun- 
dations and  structures  to  support  and  house  the  hydroelectric  generation 
equipment.  The  on-project  work  would  involve  such  tasks  as  alteration 
of  outlet  works,  installation  of  additional  ducting  and  control  gates, 
and  the  possible  addition  of  access  routes  to  the  new  power-house  sites. 
A  turnkey  type  of  project  is  envisioned  in  which  total  responsibility 
for  installation  and  check-out  would  fall  to  the  successful  contractor. 
Included  in  this  would  be  the  ordering  of  the  turbines  and  generator 
equipment.  While  this  equipment  would  be  specified  by  the  state,  the 
turnkey  procurement  of  equipment  by  the  contractor  would  tend  to  provide 
for  better  control  and  centralization  of  responsibility  in  a  single 
source.  To  the  maximum  extent  possible,  the  mechanical  equipment  to  be 
installed  at  the  projects  should  be  procurred  in  or  through  Montana 
firms.  Since  there  are  currently  no  Montana  firms  producing  hydraulic 
turbines  or  hydroelectric  generators,  it  does  not  seem  likely  that  the 
hardware  for  these  projects  will  be  a  large  source  of  income  to  Montana 
firms,  although  structural  components  such  as  piping,  valves,  and 
structural  steel  could  be  procured  within  the  state. 


The  above-listed  steps  and  activities  generally  cover  the  first 
increment  of  hydroelectric  conversion  on  state  projects.  It  is  possible 
that  within  this  projected  time  frame  only  one  or  two  of  the  three 
projects  would  be  undertaken.  The  most  likely  to  be  successfully  pur- 
sued is  the  Broadwater-Missouri  Dam  at  Toston  because  of  its  high 
potential  for  energy  generation.  It  may  be  that  the  other  two  projects 
would  have  to  be  deferred  for  a  few  years  until  the  expected  increases 
in  energy  costs  make  them  sufficiently  attractive  to  demand  a  power 
sales  contract  with  financial  conditions  mutually  desirable  for  the 
state  and  for  the  utility  purchasing  the  power. 

It  is  not  proposed  that  the  planning  and  preparation  for  this  first 
increment  of  hydropower  conversion  be  referred  to  the  Legislature  for 
line  item  general  fund  support.  It  seems  probable  that  the  financing 
could  be  taken  from  a  combination  of  proceeds  from  bond  sales,  existing 
Department  project  funds,  possible  federal  support  through  the  U.S. 
Bureau  of  Reclamation  for  design  activities,  support  from  the  utilities 
which  would  be  interested  in  purchasing  the  power,  and  the  funds  which 
may  result  from  the  potential  federal  program  anticipated  by  provisions 
of  the  new  Energy  Bill  which  would  provide  financial  support  for  install- 
ation of  hydroelectric  generation  equipment  at  existing  dams.  Appro- 
priate budget  amendments  covering  the  additional  funds  would  be  necessary. 
The  Department  proposes  to  continually  consult  with  the  Board  on  the 
methods  and  sources  of  funding  for  the  various  activities  which  have 
been  described  for  this  program,  and  the  ultimate  success  of  the  program 
is  believed  to  depend  heavily  on  the  establishment  and  continuation  of 
the  complete  cooperation  between  the  Board  and  the  Department. 
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CHAPTER  IV 
DISPOSITION  OF  THE  DALY  DITCHES  PROJECT 


The  Daly  Ditches  Project,  located  in  Ravalli  County,  provides 
irrigation  water  for  about  17,000  acres  of  agricultural  land  in  the 
Bitterroot  Valley.  The  project  is  unquestionably  of  great  economic 
importance  to  the  Bitterroot  Valley  and  has  considerable  historical 
significance.  The  following  excerpt  from  the  1961  Kelly  report  sum- 
marizes the  project's  development. 

This  project  consists  of  110  miles  of  canals  commonly 
known  as  Republican  Ditch,  Hedge  Ditch,  Ward  Ditch,  Skalkaho 
Hi-Line  Ditch,  Gird  Creek  Ditches,  and  three  small  storage 
reservoirs  located  on  tributaries  of  Skalkaho  Creek  and 
distribution  laterals  and  waste  ditches.  The  project  serves 
17,500  acres  of  land  in  the  Bitterroot  Valley,  Ravalli  County. 
It  was  acquired  by  the  Board  on  October  1,  1942  from  the 
Ravalli  Land  and  Irrigation  Company,  which  company  no  longer 
could  guarantee  a  water  supply  for  the  lands  served  by  the 
project. 

The  Republican  and  Hedge  Ditches  divert  water  from  the 
Bitterroot  River,  the  Ward  and  Skalkaho  Hi-Line  ditches  from 
Skalkaho  Creek  and  the  Gird  Creek  Ditches  from  Gird  Creek. 

The  Republican  Ditch  was  originally  constructed  by  the 
Republican  Ditch  Company  prior  to  the  year  1885  and  has  a 
decreed  water  right  from  the  Bitterroot  River  of  150  CFS  as 
of  June  1,  1885;  in  1901  the  canal  right  of  way  and  water 
right  were  conveyed  to  the  Ravalli  Land  &  Irrigation  Company, 
and  by  it  deeded  to  the  State  Water  Conservation  Board  on 
October  1,  1942.  This  ditch  can  also  pick  up  water  from 
Skalkaho  Creek  if  available. 

The  Hedge  Ditch  was  constructed  in  most  part  by  the  late 
Marcus  Daly  and  all  rights  of  way  and  water  rights  were  conveyed 
by  Margaret  P.  Daly,  for  herself  and  as  executrix  of  the  will 
of  Marcus  Daly,  to  the  Ravalli  Land  and  Irrigation  Company  on 
December  20,  1901,  and  by  it  conveyed  to  the  State  Water  Con- 
servation Board  on  October  1,  1942.  This  ditch  has  a  decreed 
water  right  from  the  Bitterroot  River  of  140  CFS  as  of  April 
15,  1898,  and  can  also  pick  up  water  from  Skalkaho  Creek  when 
available. 

The  Ward  and  Skalkaho  Hi-Line  ditches  were  also  constructed 
by  Marcus  Daly  and  later  conveyed  to  the  Ravalli  Land  &  Irrigation 
Company  the  same  as  the  Hedge  Ditch,  and  then  to  the  State  Water 
Conservation  Board  as  of  October  1,  1942.  Water  rights  decreed 
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from  Skalkaho  Creek  dating  from  June  15,  1865  to  May  1,  1899, 
totalling  238.52  CFS  are  available  for  the  irrigation  of 
lands  with  ditches  diverting  from  Skalkaho  Creek.  Also 
the  right  to  exchange  waters,  now  owned  by  the  State  Water 
Conservation  Board  in  the  Bitterroot  River,  for  waters 
appropriated  and  used  from  Skalkaho  Creek,  and  the  right  to 
divert  said  waters  received  in  exchange  through  the  ditches 
of  the  Board  conducting  said  waters  on  to  higher  lands  not 
irrigable  from  the  Bitterroot  River,  mainly  through  the 
Ward  and  Skalkaho  Hi-Line  ditches  was  conveyed. 

The  Gird  Creek  Ditches  are  the  same  as  the  other  ditches 
acquired  by  the  State  Water  Conservation  Board  from  the  Ravalli 
Land  and  Irrigation  Company,  and  includes  all  the  waters  of 
Gird  Creek,  which  is  an  unadjudicated  stream,  and  which  in- 
cludes all  of  the  waters  naturally  in  Gird  Creek  or  brought 
into  the  Gird  Creek  drainage  from  any  other  source  of  supply 
(mainly  from  Hi-Line  Canal  from  Skalkaho  Creek). 

There  are  three  small  storage  reservoirs  on  the  Skalkaho 
Creek  drainage  with  a  total  capacity  of  440  acre  feet  of  water, 
which  were  constructed  by  the  Ravalli  Land  and  Irrigation 
Company  on  Forest  Service  Lands  in  the  years  1925  and  1956, 
under  permit  from  the  U.S.  Forest  Service.  These  waters  are 
usually  released  from  storage  in  late  August  to  augment  the 
supply  of  water  in  Skalkaho  Creek. 

Water  Users'  Association:  The  project  is  presently  operated 
and  maintained  by  the  State  Water  Conservation  Board;  however, 
the  Ravalli  Water  Users'  Association  was  incorporated  May 
7,  1952,  and  its  members  are  the  water  users  from  the  project. 
Its  duly  elected  Board  of  Trustees  consult  with  the  State 
Water  Conservation  Board  on  all  matters  of  reconstruction, 
operation,  maintenance  and  water  distribution  in  order  that 
the  water  users  may  have  a  voice  in  these  matters. 

It  is  contemplated  that  in  due  time  the  water  users  will 
perfect  an  organization  and  take  over  the  operation  and  main- 
tenance of  the  project  and  relieve  the  Board  of  this  obligation. 

A  large  irrigation  system  such  as  the  Daly  Ditches  Project  with 
excellent  water  rights,  diverse  sources  of  water,  and  a  long,  estab- 
lished history,  should  have  an  excellent  potential  for  success.  How- 
ever, that  success  has  been  elusive,  probably  for  the  previous  owners 
and  certainly  since  the  state  took  over  ownership  and  operation  of  the 
ditches  in  1942.  The  following  excerpt  from  the  Department's  March 
1977  report.  State  Water  Conservation  Projects,  indicates  the  principal 
problem. 

When  the  state  took  over  the  project  in  1942,  water 
purchase  contracts  with  individual  water  users  were  trans- 
ferred to  the  state  along  with  the  project.  These  contracts 
called  for  delivery  of  water  at  a  fixed  price  ($3.00  per 
acre)  and  did  not  allow  for  the  inflation  of  delivery  costs. 
Execution  of  major  repairs  needed  on  this  project  has  been 
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stymied  by  lack  of  funds  due  to  these  unique  water 
purchase  contracts.  The  Department  has  been  forced  to 
operate  this  project  at  a  substantial  loss.  Consequently, 
the  leaislature  has  been  reluctant  to  invest  much  money 
in  the  Daly  Ditches  Project. 

In  1973,  the  Department  assessed  all  water  users, 
including  the  users  with  old  $3.00  contracts,  an  equitable 
share  of  the  principal  and  operation  and  maintenance  costs 
of  the  project.  Several  of  the  old  contract  holders  agreed 
to  pay  in  full,  but  several  more  refused.  The  largest  water 
user,  Bitterroot  Stock  Farm,  Inc.,  filed  a  civil  action  in- 
volving an  injunction  preventing  the  Department  from  enfor- 
cing the  larger  assessment  and  requesting  2.5  million  dollars 
in  the  event  that  the  agreements  cannot  be  specifically  per- 
formed. The  lawsuit,  now  pending,  is  expected  to  be  tried 
later  this  year.  The  Department's  position  is  that  the  con- 
tracts are  either  void  or  allow  for  an  increase  in  rates. 
Meanwhile,  a  large  number  of  water  users  have  been  paying 
only  $3.00  per  acre. 

In  1975,  contracts  not  paid  by  the  due  date  of  January 
29  were  cancelled.  The  cancelled  water  users  were  allowed 
to  enter  into  the  new  contract  which  requires  the  water  user 
to  pay  his  share  of  operating  expenses.  Contracts  entered 
during  the  past  few  years  allow  the  Department  to  adjust  the 
water  rates  to  meet  delivery  costs,  which  in  1976  were  $9.07 
per  acre. 

A  complete  rehabilitation  program  for  the  project  was 
planned  by  the  Department  in  1972  with  the  assistance  of  the 
SCS  and  USBR.  The  rehabilitation  program  includes  replace- 
ment of  the  Republican  Diversion  Dam  and  replacement  of  all 
those  canal  structures  expected  to  fail  within  the  next  fif- 
teen years.  Several  smaller  structures  are  being  repaired 
or  replaced  each  year  as  money  becomes  available  in  the 
Department's  budget,  but  progress  has  not  been  sufficient  to 
keep  ahead  of  problems  that  occur  due  to  deterioration  of 
the  project. 

For  rehabilitation  of  the  larger  structures,  financial 
assistance  may  be  available  in  the  form  of  a  fifty-percent 
grant  through  the  RC&D  program  and  a  low-interest  loan  for 
the  remainder  from  the  Farmers  Home  Administration  (FHA). 
Thus  far,  it  has  not  been  possible  to  take  advantage  of 
this  assistance  partly  because  repayment  of  an  FHA  loan 
cannot  be  secured  under  the  existing  water  purchase  contracts. 

The  Republican  Diversion  Dam,  an  old,  wooden  structure 
which  has  deteriorated  to  an  irreparable  condition,  is  one 
of  the  larger  structures  included  in  the  rehabilitation  plan. 
Temporary  repairs  failed  to  withstand  the  flood  in  spring 
of  1974,  and  part  of  the  structure  was  lost.  Emergency  repairs 
in  spring  of  1975  have  kept  the  remaining  parts  of  the  struc- 
ture functional  thus  far;  it  is  hoped  the  structure  will  last 
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until  some  source  of  funds  can  be  found  to  finance 
a  new  diversion  dam.   If  the  dam  fails,  the  water 
supply  to  several  thousand  acres  of  land  will  be 
substantially  reduced  until  the  structure  can  be 
replaced. 

Earlier  in  this  report,  reference  was  made  to  the  indebtedness  of 
the  Daly  Ditches  Project.  Table  3  provides  a  historical  compilation  of 
the  financial  condition  of  the  project  from  1942  to  June  30,  1977,  not 
including  the  effects  of  interest  foregone  by  the  old  state  water  boards 
as  a  policy  matter  on  this  project  as  well  as  on  other  state-owned 
projects.  Table  3  shows  that  there  were  a  number  of  years,  particularly 
in  the  1960's,  in  which  the  project  showed  income  greater  than  debits. 
The  debit  position  is  relatively  small  on  an  annual  basis,  and  addi- 
tional income  either  from  increased  receipts  from  water  users  or  from 
some  other  source  such  as  hydroelectrification  of  one  of  the  structures 
might  put  the  project  in  a  more  favorable  financial  position.  However, 
because  the  Daly  Ditch  Project  is  large,  relatively  unconsolidated,  of 
advanced  age,  and  given  to  deterioration  of  its  many  structures,  its 
future  is  likely  to  involve  ever-increasing  costs  and  a  great  reluctance 
on  the  part  of  water  users  to  pay  the  higher  water  costs  which  would  be 
necessary  to  completely  revitalize  the  system. 

It  has  been  previously  mentioned  that  this  is  the  only  state-owned 
water  project  which  is  operated  directly  by  the  Department  of  Natural 
Resources  and  Conservation.  The  Kelly  report  suggests  that  the  State 
Water  Conservation  Board  fully  expected  the  Ravalli  Water  Users  Associ- 
ation to  eventually  assume  operation  of  the  project.  This  has  not 
occurred,  despite  repeated  efforts  by  the  State  Water  Conservation  Board 
and  its  successor  organization,  the  Department  of  Natural  Resources  and 
Conservation,  to  transfer  ownership  to  the  water  users  association. 
Consequently,  the  Department  operates  the  project  with  the  equivalent  of 
approximately  five  full-time  employees,  all  included  under  the  state 
classification  system  and  drawing  all  benefits  which  accrue  to  any  state 
employee.  The  Department  considers  this  to  be  unfavorable  from  the 
standpoint  of  citizen  relations,  since  the  performance  of  a  service 
function  such  as  the  operation  of  a  water  project  has  particular  problems 
for  a  government  agency.  For  example,  several  Daly  Ditches  water  users 
have  advised  the  Department  Director  within  the  past  year  that  the 
project  loses  money  because  it  is  run  by  bureaucrats  who  do  not  work 
particularly  hard.  The  feeling  of  the  water  users  is  that  the  project 
could  be  operated  by  fewer  people  and  more  efficiently,  yet  no  one 
private  individual  or  group  will  take  over  that  assignment.  The  1977 
water  year  produced  a  short  water  supply,  and  at  several  times  during 
the  irrigations  season  the  Department  Director  received  direct  com- 
plaints from  Daly  Ditches  water  users  that  they  were  being  unfairly 
treated  in  allocation  of  water  by  Department  employees.  The  Department 
Director  dispatched  an  engineer  to  thoroughly  check  out  these  allega- 
tions. The  investigation  showed  not  one  bit  of  evidence  supporting  the 
charges  and  in  fact  indicated  that  the  Department  employees  have  managed 
to  do  a  respectable  job  in  water  distribution  in  the  face  of  short  water 
supplies.  The  current  manager  of  the  project  has  carried  on  an  excellent 
program  of  refurbishment  of  the  smaller  structures  on  the  project,  and 
has  made  real  strides  in  restoring  the  ditch  system  to  good  condition. 
He  is  considerably  handicapped  by  lack  of  up-to-date,  mechanized  equip- 

30 


TABLE  3 

HISTORICAL  RECAPITULATION  OF  FINANCIAL  CONDITION  OF 
DALY  DITCHES  PROJECT,  SEPTEMBER  30,  1942  TO  JUNE  30,  1977 


Period  Ending 

Book  Account  at 

June  30 

Debits 

Credit 

End  of  Period 

1943 

$   26,375.67 

$    737.75 

$   25,637.92 

1944 

22,696.56 

21,639.10 

26,695.38 

1945 

27,267.49 

21,281.65 

32,681.22 

1946 

24,995.17 

23,059.75 

34,616.64 

1947 

23,887.81 

20,141.98 

38,362.47 

1948 

26,363.25^ 

20,896.08 

43,829.64 

1949 

49,161.89^ 

15,785.91 

20,859.15 

56,346.47 

1950 

71,443.74 

20,721.88 

107,068.33 

1951 

94,582.40, 

25,478.93 

176,171.80 

1952 

44,453.97^ 

1,181.26. 
96,637.67° 

42,318.58 

80,488.26 

1953 

116,981.52 

41,766.18 

155,703.60 

1954 

212,457.10 

40,816.47 

327.344.23 

1955 

40,739.78 

43,633.58^ 

21,038.35^^ 

303,412.08 

1956 

45,604.46 

40,001.92 

309,014.62 

1957 

52,591.56. 
58,717.71° 

42,113.20 

319,492.98 

1958 

37,607.27 

340,603.42 

1959 

49,129.76 

44,519.64 

345,213.54 

1960 

64,990.04^ 

43,561.38 

366,642.20 

1961 

78,182.87^ 

48,377.14 

396,447.93 

1962 

34,689.59 

45,751.82 

385,385.70 

1963 

39,564.50. 
51,780.64^ 

42,318.45 

382,631.75 

1964 

49,360.43 

385,051.96 

1965 

32,474.35 

48,428.64 

369,097.67 

1966 

39,690.95 

45,247.93 

363,540.69 

1967 

28,667.64 

53,081.58 

339,126.75 

1968 

31,170.57 

50,639.22 

319,658.10 

1969 

33,056.34 

52,216.79 

300,497.65 

1970 

36,964.21 

52,825.44 

284,636.42 

1971 

61,635.089 
68,894. 19^ 

53,647.61 

292,623.89 

1972 

65,224.69. 

296,293.39 

1973 

no, 338.61^ 
87,417.94^ 

100,401.35'? 
97,697.75' 

306,230.65 

1974 

295,950.84 

1975 

79,466.03 

72,068.00 

303,348.87 

1976 

95,485.45 

64,111.02 

334,723.30 

1977 

87,251.07 

66,611.63 

355,362.74 

2,049,169.91 

1,693,807.17 

a)  Equipment  cost  charged  out. 

b)  Charged  off. 

c)  Materials  purchased  for  Skalkaho  Hi-line  Canal  flume  and 
not  used  as  construction  was  made  by  steel  pipeline, 
charged  out. 

d)  $4,500.00  returned  to  Association  to  purchase  back-hoe. 

e)  Includes  $31,255.11  payment  to  Ricklin  Construction  Co. 

f)  Includes  $15,877.00  payment  for  truck-mounted  crane. 

g)  Includes  $23,608.25,  major  rehabilitation  costs  for 
Hedge-Skalkaho  and  Republican  structures. 

h)   Includes  $25,907.29,  major  rehabilitation  costs  for 
Ward-Hughes  and  Baily  structures. 

i)   Includes  $37,859.94,  amount  of  pool  agreement  #51-52-53 
and  $15,873.78  costs  for  Winters  flume. 

j)  Includes  $26,495.70,  reimbursement  for  the  first  invoice 
of  pool  agreement  #51-52-53  and  $1,310.00,  reimbursement 
for  AG  30-SCS-00094. 

k)   Includes  $8,243.98,  costs  for  Winters  flume. 

1)   Includes  $13,413.89  reimbursement  for  Winters  flume  and 
$11,348.16  reimbursement  for  second  invoice  of  pool  agree- 
ment #51-52-53. 
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merit  essential  to  the  proper  operation  of  a  system  of  this  size.  The 
state  budgeting  system  requires  capital  equipment  to  be  procured  only 
after  approval  by  the  Legislature  in  the  Department's  budget.  Capital 
equipment  for  the  Daly  Ditches  Project  requested  in  the  last  legislative 
session  was  not  favorably  considered  by  the  legislative  budget  commit- 
tees. The  Department  and  the  Daly  Ditches  Project  manager  face  two  more 
years  of  project  operation  with  obsolete  and/or  defective  equipment. 

It  is  clear  to  the  Department  of  Natural  Resources  and  Conservation 
that  state  government  should  not  operate  a  water  project  such  as  Daly 
Ditches.  That  is  the  function  of  a  water  users  association,  as  is 
customary  on  virtually  every   water  project  within  the  State  of  Montana. 
Continued  operation  by  the  state  can  only  result  in  poor  relationships 
between  the  water  users  and  the  Department  and  continued  financial  loss 
to  the  State  of  Montana.  This  loss  will  consist  not  only  of  inability 
to  pay  the  existing  debt;  it  is  fully  expected  that  there  will  also  be  a 
regular  annual  addition  to  the  debt.  Whatever  means  of  addressing  the 
problems  of  the  project  is  selected  by  the  Board  of  Natural  Resources 
and  Conservation,  it  is  imperative  that  that  solution  involve  the 
withdrawal  of  the  Department  from  its  current  role  of  operator  of  the 
project. 

The  Daly  Ditches  Project  is  of  great  economic  importance  to  the 
agricultural  economy  of  Ravalli  County,  and  e'^jery   possible  means  should 
be  taken  to  ensure  continued  operation  of  the  project  as  a  source  of 
irrigation  water  for  the  Bitterroot  Valley.  Until  financial  viability 
can  be  established,  it  is  unlikely  that  financial  support  for  rehabili- 
tation of  the  project  can  be  obtained  from  the  various  agencies  of  the 
U.S.  Department  of  Agriculture.  Further,  while  there  may  be  consider- 
able potential  for  installation  of  hydroelectric  generation  equipment  on 
the  Republican  Diversion,  that  installation  would  require  a  complete 
rebuilding  of  the  structure  and  would  involve  the  use  of  extremely  low- 
head  hydraulic  turbines,  a  practice  considered  to  be  more  questionable 
technically  than  would  be  a  high-head  installation  such  as  would  occur 
at  Painted  Rocks  Dam.  The  flow  of  the  Bitterroot  River  at  the  Republican 
Diversion  averages  about  800,000  acre-feet  per  year,  but  the  available 
head  is  marginal,  approximately  10  to  15  feet.  Because  of  the  currently 
pending  litigation  on  the  water  contracts  on  the  Daly  Ditches  Project, 
its  history  of  financial  loss,  and  the  need  for  virtually  a  completely 
new  structure  at  the  potential  site  for  hydroelectric  conversion,  the 
Department  believes  it  to  be  unlikely  that  the  hydroelectric  generation 
option  can  be  exercised  within  any  reasonable  time. 

After  considering  the  possibilities  for  reversing  the  financial 
position  of  the  Daly  Ditches  Project,  the  Department  concludes  that  it 
is  in  the  best  long-term  interest  of  the  State  of  Montana  and  of  the 
water  users  of  the  Daly  Ditches  Project  for  the  state  to  divest  itself 
of  the  project.  This  is  the  only  way  to  relieve  the  state  of  the  re- 
sponsibility of  the  actual  operation  of  the  project  and  put  it  in  the 
care  of  those  who  directly  benefit  from  it.  Because  of  the  importance 
of  the  project  to  the  agricultural  economy  of  the  area,  it  would  be  a 
necessary  stipulation  of  any  contract  of  divestiture  that  the  project 
must  continue  to  be  operated  as  a  water  project  and  maintained  in  an 
acceptable  state.  In  the  event  that  the  new  operators  failed  to  con- 
tinue that  operation  for  any  reason,  all  real  property  of  the  project 
would  revert  back  to  the  Department  of  Natural  Resources  and  Conservation, 
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The  Department's  plans  for  divestiture  are  schematically  shown  in 
figure  6.  This  plan  calls  for  a  comprehensive  assessment  of  the  pro- 
perty and  equipment  belonging  to  the  project  and  a  further  evaluation  of 
the  financial  situation  shown  in  table  3.  On  the  basis  of  these  assess- 
ments, the  Department  would  then  formulate  a  proposed  offer  which  would 
be  submitted  to  the  Board  for  approval.  Following  that  approval,  the 
Department  would  offer  transfer  of  ownership  of  the  project  first  to  the 
water  users,  then  (in  the  event  of  refusal)  to  the  Ravalli  County  Commis- 
sioners or  other  appropriate  public  body  such  as  an  irrigation  district, 
and  finally  to  private  competitive  bidders.  Logically,  the  water  users 
should  obtain  the  first  opportunity  to  assume  ownership  management  of 
the  project.  If  they  decline,  then  it  would  seem  reasonable  to  extend 
the  same  offer  to  the  Ravalli  County  Commissioners  or  other  local  public 
body  on  the  basis  that  the  project  is  of  great  significance  to  the  area, 
economically  and  historically.  The  quantity  of  mechanized  equipment 
which  accompanies  the  project  could  be  a  further  inducement  for  the 
county  to  assume  ownership  and  management,  since  this  equipment  would  be 
generally  useful  year  round  for  county-operated  public  works.  If  all 
local  public  bodies  decline  to  accept  the  offer,  the  Department  recom- 
mends that  the  same  offer  be  put  out  for  competitive  bids  in  anticipation 
that  local  businesses,  contractors,  or  responsible  individuals  in  the 
Bitterroot  Valley  would  be  interested  in  assuming  ownership  and  manage- 
ment. Private  individuals  or  firms  would  be  expected  to  have  more 
flexibility  and  entrepreneurship  than  state  or  local  government  and 
might  find  non-water-related  applications  of  the  property  to  provide 
supplemental,  stabilizing  income.  Again,  the  equipment  inventory  and 
the  project  headquarters  facility  and  land  located  at  the  Ravalli  County 
Airport  could  prove  to  be  a  significant  attraction. 

In  the  event  that  there  are  no  acceptable  bidders,  the  Department 
would  repeat  step  3  shown  on  figure  6,  re-evaluation  and  reformulation 
of  an  offer  and  subsequent  resubmittal  of  the  revised  offer  to  each  of 
the  previously  mentioned  parties.  The  Department  recommends  that  this 
process  be  continued  until  an  acceptable  contract  for  transfer  can  be 
negotiated  with  a  responsible  party. 

Terms  which  would  be  expected  to  be  a  part  of  the  transfer  offer 
Id  include: 


wou 


1.  A  five-year  moratorium  before  initation  of  debt 
repayment. 

2.  The  transfer  of  all  real  estate,  deeds,  easements, 
water  rights,  water  contracts,  equipment,  materials, 
and  buildings  which  have  been  historically  associated 
with  the  Daly  Ditches  Project,  such  transfer  to  be 

made  by  means  of  a  Quit  Claim  Deed  and  other  appropriate 
legal  instruments. 

3.  Continued  Department  prosecution  (on  behalf  of  the 
new  owners)  of  the  currently  pending  lawsuit  related 
to  the  existing  water  sales  contracts.  This  is 
important  because  resolution  of  the  contract  dispute 
in  favor  of  the  Department  and  new  owner  would 
greatly  hasten  the  return  of  the  project  to  sound 
financial  condition. 
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4.  Safeguards  to  ensure  that  the  new  owner  would 
continue  to  operate  the  entire  project  and  maintain 
the  facilities  and  associated  equipment  in  a  satis- 
factory manner.  Provisions  would  be  included  to 
ensure  reversion  of  all  real  property  back  to  the 
Department  in  the  event  that  this  condition  is  not 
met,  for  the  reason  that  the  Department  regards  the 
Daly  Ditches  Project  as  being  of  great  importance 
to  the  economy  of  the  Bitterroot  Valley,  and  the 
continued  operation  of  the  project  is  viewed  as 
essential . 

5.  Consideration  of  the  Department  leaving  its  current 
resident  manager  at  the  project  for  one  year  as  a 
state  employee  in  order  to  assist  the  new  owner/operator 
in  a  smooth  management  transition. 

6.  Department  assistance  in  a  continued  effort  to 
reorganize  the  project  and  to  further  investigate 
the  potential  for  the  installation  of  hydroelectric 
power  capacity  on  the  project.  With  the  project 
under  new  ownership  and  direction  and  associated 
increased  repayment  capacity,  it  is  more  likely 
that  federal  agencies  involved  with  these  two 
activities  (irrigation  and  hydroelectric  generation) 
would  be  inclined  to  participate  financially  in 
this  program  of  rejuvenation. 
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APPENDIX 
EXCERPT  FROM  STATE  WATER  CONSERVATION  BOARD: 
SUMMARY  OF  ACTIVITIES  FROM  INCEPTION 
JANUARY  22,  1934  TO  JUNE  30.  1960, 
BY  ROBERT  J.  KELLY  (HELENA,  1961),  PAGES  1-13 
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June   30,    1960 

STATE- WAT  Eft  CCXSERVATICw   EOAT.D 

History 

The  precarious  position  of  agriculture  and  the  livestock 
indus'cry  in  .V.or.Lana  auring  the  early  1930' s  whicr.  v.'as  sggrav.,tcd 
by  severe  drought  caused  extensive  inaividual  and  grou-^.  effort 

Tho  firC;~  evidence  that  triere  v/'is  oosizive  tr.?.n.<j.ri^  ;•--.  ,. ^  • — ; 
creation  of  a  stats  agency  for  '.r.--z   ;:-.^::zc:i^   was  zr.j   -:.p  v :;..'..:.".- "iC 
of  a  iViississippi  Valiey  Water  Conservation  Conmissicn  ".hich  wao 
authorized  by  a  law  passed  by  the  1931  Legislature.   Thii  co.-n/nissicn 
was  instructed  to  study,  in  cooperation  with  other  stats.c,,  the 
development  of  the  entire  Mississippi  Valley,  and  more  particularly 
projects  within  the  State  of  Montana.   It  was  provided  with  only  a 
S2000  appropriation  for  the  biennium. 

In  1933  the   nation  was  in  a  critical  depression  and  the  federal 
government,  to  alleviate  uner-ployment,  established  work  progra/TiS 
designed  to  encourage  the  construction  of  public  works.  _  Such  prcgrar.s 
as  public  works  construction  had  never  before  been  considered  as  a 
remedy  for  the  nations  economic  ills,  but  the  severe  depressio.n  with 
such  widespread  unemployment  demanded  drastic  measures.   The  state, 
as  well  as  the  nation,  was  not  prepared  to  meet  the  emergency  that 
existed,  and  more  particularly  they  were  not  ready  with  programs  of 
public  works  projects.   The  result  was  that  any  type  of  enceavor  that 
would  immediately  permit  people  to  be  placed  on  public  agency  payrolls 
was  undertaken.   It  was  recognized  that  a  great  deal  of  these  so 
called  "pump  priming"  projects  were  of  limited  value  and  served 
only  to  avoid  gifts  or  doles  to  the  unem.ployed  as  paym.ents  in  this 
form  were  deemed  objectionable  by  our  citizens.   To  guide  these 
public  expenditures  into  projects  m.ore  permanent  in  nature  and  to 
help  stabi.i^i-  our  agriculturo  ar.d  livestock  economy  which  was  in  a 
severely  depressed  condition  not  only  from  ic.  prices  but  becuce  ^- 
a  continuing  drought,  a  great  demand  existed  in  Montana  for  the 
broadening  of  these  public  works  programs  to  include  the  construction 
of  water  conservation  projects.   Governor  Cooney  proposed  to 
President  Roosevelt  that  ^'.ontana  be  allowed  to  proceed  with  such 
a  program  under  loan  and  grant  offers  being  made  by  the  Federal 
Public  V/crks  Administration.   He  was  assured  by  the  President  that  if 
Montana  vicuic   enact  the  necessary  legislation  in  such  form  that  the 
governm.ent  could  buy  the  bonds  of  the  state  agency  that  the  Public 
Works  Adm.inistration  would  finance  a  state  water  conservation 
program  to  the  extent  of  five  million  dollars. 

Al:.-:ost  -..-...■.cdiately  work  began  or.   the  preparation  of  legislation 
to  create  the  State  V/ater  Conservation  Board,  In  addition  to 
Montana  people,  th?  firm  of  Masslich  and  Mitchell,  bond  attorneys 
in  New  Ycrx,  contributed  to  writing  the  act.   This  firm  was  sub- 
sequently empioyoa  to  furnish  the  legal  opinions  on  the  bonds  issued 
by  the  3oard,  vmich  v/ere  required  by  the  federal  government. 
Governor  Cooney  late  in  1933  called  a  special  session  of  the  state 
legislator i  with  one  of  its  prime  purposes  the  enactment  of  this 
legislation.   The  otate  water  Conservation  Board  was  createa  under 
House  3111  Xc.  39  .-.nicn  v.as  approved  cy  the  Governor  on  January  9, 


lishr9'~.t  of  the  "Co.nserva'ion  Re-.'oivirc  r\ir.c" ,    snd   zlzc   broodenec 
the  Beard's  pov;er?.   The  ?.ct  hz^   boer  inter; re",-:'-'  tv/icc  by  the 
Mop.tari£  Supreme  Court  and  its  provisions  held  constitutional.   The 
first  case  State  ex  rei  Normile  vs.  Coono>'.  r't  ai.,  ccnsidered  the 
act  itself  as  well  as  the  issuance  of  water  conservction  revenue 
bond-  ^r.c^.   nothods  of  repaynent,  etc.   In  the  City  of  Lcnrad  case 
further  interpretation  of  the  Board's  powers  was  given. 

The  first  Board  as  constituted  by  law  consisted  of  Governor 
Frank  H.  Cooney,  Chairr.an  and  f/ir.  J.  S.  Ja.nos,  State  Engineer,  and 
three  members  appointed  by  the  Governor.  I'-'r .    D.  P.  Fabrici'.,  iViT.  R.R. 
Purcell  and  fv!r.  I.  D.  O'Donnell.   The  Board  held  its  first  meeting 
on  January  22,  1934. 

Follov.'ing  is  a  list  of  the  members  of  the  Board  with  their 
terms  of  service: 


Governors  ex-officio  Chair 


men 


Frank  H.  Cooney 
Elmer  Holt 
Roy  Ayers 

S.  C.  Fcrd 
John  kV.  Bonner 
J.  Hugo  Aronson 


January  1934  to  December  1935 
December  1935  to  January  1937 
January  1937  to  January  1941 
Janv-riry  1941  to  January  1949 


January  1949 
January  1953 


to  January  1953 
o  (incumbent) 


State  Engineers  ex-officio  Board  Members 


J.  S.  James 
E.  B.  Donohue 
Fred  E.  Buck 


January  1934  to  November  1938 
November  1938  to-  June  1941 
July  1941  to  (incumbent) 


Appointed  Board  Members 


D.  P.  Fabrick 

R.  R.  Purcell 
I.  D.  O'Donnell 
Grover  C.  Lewis 
Rockwood  Brown 
0.  S.  Warden 
C.  H.  Raymond 
John  David 
:Viax  Mathews 
Henry  J.  Sawtell 

The  following  is  a 
Vice -Chairmen  and 


January 

January 

January 

January 

October 

Aoril 

Aoril  19 

January 

January 

May  1951 

February 


19 


1934-January  19^9  and 
1953  to  (incumbent) 
1934  to  October  1936 
1934  to  April  1937 
1936  to  April  1937 
37  to  January  1941 


3  7  to  March  1951 
1941  to  (incumbent) 
1949  to  January  1953 
to  February  1957 
1957  to  (incumbent) 


list  of  the  terms  of  those  members  acting  as 
Secretary  of  the  Beard 


R.  R,  Purcell 
J.  S.  James 
Rockwood  Brown 
0.  S.  Warden 
C.  H,  Raymond 


January  1934  to  October  1936 
October  1936  to  October  1937 
October  1937  to  January  1941 
January  1941  to  March  1951 
April  1951  to  (incumbent) 


The  following  have  acted  as  Chief  Engineer  for  the  Board 

J.  S.  Ja.-nea  January  1934  to  October  1937 

E.  B.  Donohue  October  1937  xo  June  1941 

Fred  E.  Buck  July  1941  to  December  1949 

R.  H.  Fifield  Decenvber  1949  to  July  1956 

George  F.  Sahinen  August  1956  (incumbent) 

THE  STATE  WATER  CONSERVATION  BOARD  ACT 

The  Act  crsating  th3  B^^rd  dc-ciaroc  is  itc  purpsoa  to  encou^-^i^ 
public  worics  and  to  reduce  une.'riplcy-.c.-t  and  'c'r.nz'cy   aaoii'c  in  tns 
national  recovery  and  promote  the  public  welfare.   It  also  declared 
that  the  public  interest,  welfare,  convenience  and  necessity  required 
the  construction  of  a  system  of  works  for  the  conservation,  develop- 
ment, storage,  distribution  and  utilization  of  water.  It  declared 
that  the  Board  was  performing  a  governj-nental  function  in  carrying 
out  the  provisions  of  the  act  and  tnat  water  conservation  was  a  state 
purpose.  It  specified  the  Board  was  a  body  corporate  and  politic 
with  perpetual  existence  and  was  an  agency  of  the  State  of  Montana. 
Broad  powers  were  given  to  the  Board  allowing  it  to  cooperate  and 
enter  into  agreements  with  all  federal  and  state  agencies,  investigate, 
survey,  construct,  operate  and  maintain,  and  to  finance  the  con- 
struction of  projects  either  through  funds  appropriated  ot  it,  by 
grants  or  by  the  sale  of  water  conservation  revenue  bonds.   It 
established  the  various  funds  that  were  necessary  in  the  sisrvicing 
of  the  bond  issues  as  well  as  the  funds  required  to  carry ^on  the 
business  of  the  Board. 

The  Board  was  given  authority  to  file  on  all  unappropriated 
waters  of  the  state  and  the  right  of  eminent  domain  to  acquire 
lands  needed  for  projects.   Several  clauses  of  the  act  broaden  the 
powers  of  the  Board  to  include,  all  types  of  development  of  natural 
resources. 

BOARD  POLICY  AND  ACTION 

The  Board  has  now  been  in  existence  twenty-six  and  one-half 
years. 

Many  of  the  actions  and  policies  of  the  Board  were  the  result 
of  necessity  rather  than  judgment.   On  its  creation  it  had  a  mandate 
from  the  legislature  to  proceed  with  a  construction  program  of 
water  conservation  projects  to  alleviate  existing  depressed 
economic  conditions.   Prompt  action  was  demanded.   This  required 
the  Board  to  immediately  assemble  and  train  engineers  and  other 
personnel  for  a  program  of  dam  and  canal  building,  a  field  in  which 
there  were  very  few  men  with  experience. 

The  drought  had  made  many  localities  in  the  state  conscious 
of  the  need  for  irrigation  and  each  of  these  areas  believing 
their  proposed  project  to  be  the  most  meritorious  Drought  continued 
pressures  on  the  Board.   In  all  sixty-seven  applications  wer :  filed 
with  the  Public  Works  Adminiscration.   The  Board  was  confronted 
with  deadline  Oates  set  by  the  federal  agency  for  filing  applications 
and  with  the  lack  of  experienced  engineers  it  was  only  humanly 
possible  to  present  applications  for  funds  for  projects  based  on 
incomplete  information.  _ 


Immediately  on  aoplications  being  filed  locel  orouos  would 
bring  pressure  on  Montana's  congressional  delegation  to  hav<5  funds 
allocated  by  the  federal  agency  for  their  project.   The  Board  did 
not  have  a  choice  of  projects  to  be  constructed.   After  filing 
applications  the  Board  would  select  projects  it  felt  were  most  likely 
to  receive  construction  funds  and  would  undertake  further  engineering 
studies  on  then.   However,  nany  projects  which  the  Board  was  not 
prepared  to  construct  received  allocation  of  funds  because  of  their 
location  in  areas  of  heavy  unemployment  or  other  local  conditions. 
The  Board  had  no  notice  of  allocations  for  projects  until  they  were 
announced  in  Washington.   The  members  of  the  Congressional  delegation 
would  then  wire  the  local  people  under  the  projects  allocated  that 
funds  were  available  for  their  project.   This,  of  course,  left  the 
Board  no  alternative  but  to  make  every  effort  to  construct  the 
project. 

Subsequently,  when  the  Board  would  receive  formal  notice  of 
the  allocation  of  funds  for  a  project  in  the  form  of  a  loan  and 
grant  offer,  the  terms  of  the  offer  would  impose  difficult  and 
sometimes  impossible  conditions.   A  date  for  starting  construction 
and  meeting  the  terms  of  the  offer  was  set  by  the  government, which 
conditions  if  not  met  resulted  in  the  offer  being  rescinded.   These 
facts  are  recited  to  show  why  many  agreements  and  contracts  of  the 
Board  were  entered  into  under  duress  because  it  was  a  matter  of 
meeting  the  conditions  imposed  or  losing  the  construction  funds.   The 
time  allowed  to  get  projects  under  construction  was  not  sufficient  to 
allow  the  federal  agency's  employees  to  make  more  than  a  cursory 
examination  of  the  Board's  ability  to  meet  the  requirements  of  the 
Loan  and  Grant  offer  before  construction  contracts  v.-ere  awarded. 
This  resulted  in  much  controversy,  with  the  government  withholding 
construction  funds  at  times  from  the  Board  causing  it  to  delay 
payments  to  the  contractors  and  for  other  items,  all  of  which 
contributed  to  additional  costs  of  the  projects.   The  government 
representatives  argued  that  these  extra  costs  were  compensated 
for  by  grants  it  was  making  to  the  projects. 

One  of  the  most  troublesome  requirements  the  federal  agency 
made  was  that  projects  should  furnish  only  supplemental  water 
as  no  new  land  could  be  put  under  irrigation  because  of  the  claim 
that  over-production  then  existed.   Because  the  projects  were  to 
furnish  only  supplemental  water  it  was  presumed  that  distribution 
facilities  existed  under  them.   In  signing  up  water  purchase 
contracts  it  developed  that  in  many  projects  sufficient  distribution 
facilities  did  not  exist  and  the  Board  was  required  to  accept 
promises  from  local  people  that  new  canals  would  be  built  or  others 
enlarged.   Many  of  these  promises  proved  to  be  beyond  the  financial 
capability  of  local  people  to  fulfill. 

In  determining  the  feasibility  of  a  project  the  Board's  general 
policy  has  been  to  consider  first,  engineering  feasibility;  that  is, 
a  certain  amount  of  water  can  be  made  available  for  a  certain  cost; 
second,  that  there  is  land  available  on  which  this  water  can  be 
used  to  produce  net  wealth  in  excess  of  the  charges  necessary  to 
meet  construction  repayment  and  operation  and  maintenance  costs; 
third,  that  there  are  water  users  available  to  make  profitable  use 
of  the  water.   The  Board  has  recognized  that  irrigation  projects 


should  noc  be  built  to  meet  only  the  immediate  demand  for  their  use, 
but  should  be  constructed  to  serve  the  ultimate  demands  of  the  area. 
The  full  utilization  of  the  Board's  projects  has  been  retarded  some 
from  acreage  restrictions  on  farm  production,  also  from  ability  to 
produce  crops  due  to  more  adequate  rainfall  since  the  drought  was 
broken,  and  to  a  great  extent  by  improved  stream  flow  over  the  years 
since  the  projects  were  built. 

The  program  differs  from  those  early  private  irrigation 
develop:r.v3r.ts  v;hicr.  in  order  to  finance  thoir  .:  ^.-."  tructi  :--^  Carv£-i 
out  partial  areas  of  the  states  benchec  and  vallays  -co  suit 
individuai.  holdings.   The  state's  program  should  and  does  make 
water  supplies  available  on  projects  it  constructs  limited  only  by 
availability  of  water  and  physical  characteristics.   This  develox-rient 
of  facilities  over  and  above  the  irrjr.sdiate  need  for  the.r.  causes  a 
required  longer  repayment  period  for  the  return  of  funds  invested 
in  the  projects,  oasicig  and  expecting  repayment  of  construction 
funds  in  a  limited  time  is  required  when  private  financing  is 
involved,  thus  -  in  that  type  of  development  only  facilities  could 
be  afforded  for  those  areas  ready  for  irrigation.   The  state  program 
has  a  much  greater  aim,  it  recognizes  that  many  of  its  projects 
will  be  serviceable  for  several  hundreds  of  years  and  will  continue 
through  their  life  to  stabilize  the  economy  of  the  areas  served 
as  well  as  to  contribute  indirectly  to  the  economy  of  the  entire 
state  through  increased  tax  base,  income  and  higher  production. 

This  program  represents  the  states  investment  in  the  develop- 
ment of  its  water  resources,  and  it  preserves  for  Montana  a  prior 
right  to  use  v/ater  for  its  projects  as  against  claims  which,  might 
subsequently  be  made  for  water  used  by  downstream  states. 

CONSTRUCTION  PROGRAM 

The  projects  constructed  by  the  Board  divide  themselves  into 
three  groups,  not  because  of  physical  characteristics,  but  on  the 
basis  of  the  source  of  funds  secured  for  their  construction.   The 
Board's  early  construction  program  was  carried  on  principally  through 
the  sale  of  bonds  to  and  from  grants  received  from  the  Public  Works 
Aaministration.   The  first  application  to  that  agency  for  funds 
was  filea  for  the  Rock  Creek  project  in  Carbon  County  on  May  10, 
1934.   Subsequently  applications  for  funds  for  forty-seven  projects 
were  filed  in  1935.   In  addition  three  applications  were  filed 
in  1936,  two  in  1937  and  fourteen  in  1933,  making  a  total  of 
sixty-seven  applications  filed  with  the  Public  Works  Administration. 
Of  these  applications  eighteen  projects  received  loans  and  grants 
and  were  constructed.   Other  projects  constructed  through  the  sale 
of  bonds  included  the  Deadman's  Basin  Project,  which  bonds  were 
sola  CO  the  Reconstruction  Finance  Corporation.   The  following 
project  bonds  for  the  construction  of  Domestic  Water  Supply  Systems 
were  later  sold  to  local  people:  Highwood  Water  System,  Community 
Gravity  System  of  Noxon,  Charlo  Water  System  and  Brady  Water  System. 

The  second  group  of  projects  identified  in  this  report  as 
"State  Projects"  consist  of  those  princioaliy  financed  through 
state  appropriations,  which  has  been  the  only  source  of  Board  funds 
since  government  agencies  from  which  the  Board  could  secure 
construction  funds  were  discontinued  by  Congress. 
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The  third  group  of  projects  were  sr.all  projects  built  urd?r_ 
government  make'work  programs  in  which  the  Board  ass-.-ncc  ownership 
of  the  project  and  acted  as  sponsor  in  providing  iinited  funds. 

In  all  181  projects  were  constructed  as  shown  in  detail  in 
Exhibit  "A".   141  de.-ns  and  reservoir i.  v/ere  built  to  store  438,017 
acre  feet.   Some  of  these  storage  projects  elso  have  diversion 
structures  and  canals  and  including  these,  forty-five  projects  with 
815.8  miles  of  canals,  permitting  the  use  of  2'1.C,563  acre  feet  of 
direct  stream  flow  were  built.   The  projects  v;«?ro  built  to  furnish 
a  water  supply  for  405,582  acres  of  land,   Alco  23.6  miles  of  pipe 
line  for  domestic  water  supply  projects  and  24.36  miles  of  trans- 
mission lines  for  pumping  projects  were  ccnstructed. 

FINANCING 

The  original  plan,  as  conceived  by  the  Board  for  financing 
the  construction  of  projects,  was  to  sell  water  from  its  projects 
as  required  -by  water  users  just  as  any  other  commodity  is  sold. 
This  would  permit  the  Board  to  adjust  its  charges  on  projects  to 
fit  costs  and  allow  it  to  make  changes  as  economic  conditions 
required.   This  plan  had  t.o  be  m.odified  to  meet  requirements  made 
by  the  Public  Works  Administration  before  that  agency  would  purchase 
any  of  the  Board's  bond  issues.   The  government  first  required  that 
the  Board  attach  the  water  to  the  land,  thus  substantially  creating 
irrigation  districts.   The  Board  insisted  that  it  would  not  adopt 
any  plan  wherein  its  bonds  were  secured  by  lands  of  the  water  users 
because  that  type  of  financing  had  not  been  successful  in  Montana, 
and  it  had  seen  the  hardship  impored  on  many  farmers  through  the 
resultant  credit  restrictions  and  the  unfairness  of  joint  liability 
provisions.   A  comoromise  was  reached  whereby   the  government 
accepted  individual  water  purchase  contracts  specific  in  terms  of 
years  and  amounts  of  payments. 

In  dealing  with  the  federal  agency  the  Board  was  confronted 
with  many  demands  that  v/ere  met  grudgingly.   History  had  proved 
irrigation  financing  to  be  very  hazardous,  and  the  applications  for 
funds  for  projects  were  being  handled  in  Vv'ashington  by  people  not 
acquainted  with  irrigation.   V^ater  was  a  menance  to  them,  not 
something  you  could  offer  as  security.   All  projects  had  different 
characteristics,  so  no  set  rules  or  documents  could  be  adopted. 
X'early  every  project  was  handled  in  VJashington  by  different  engineers 
and  attorneys  so  the  Board  was  constantly  resisting  modifications 
or  assenting  to  requirements  for  changes  in  both  financing  and 
project  design.   In  the  desire  to  get  work  under  way  the  Board 
would  be  ordered  to  get  projects  under  construction  in  a  very  limited 
time  end  then  because  of  technicalities  construction  funds  would  not 
be  mace  available  to  the  Board.   Selection  of  the  projecti.  to  be 
constructed  was  generally  made  by  the  federal  agency  so  as  to 
locate  them  in  areas  of  greatest  unemployment.   The  Board  did  not 
have  an  opportunity  to  select  the  crder  in  which  construction  should 
be  undertaken.   Time  and  man  power  did  not  permit  the  Board  to 
fully  investigate  these  projects  so  the  allocation  of  funds  were 
necessarily  made  on  incomplete  and  some  times  sketchy  information 
on  a  project.   This,  of  course,  made  necessary  changes  in  projects 
even  after  construction  began,  which  created  many  problems  in  working 
with  a  federal  agency  that  had  rigid  regulations. 
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other  western  states  at  that  time  passed  similar  water 
conservation  legislation  but  only  Montana  was  successful  in  getting 
government  financing  for  a  construction  program.   Credit  for  this 
accomplishment  must  go  to  the  Willingness  of  the  Governors  and  the 
Board  members  to  compromise  and  meet  the  requirements  of  the 
federal  agencies  in  order  that  construction  might  proceed.   It  also 
required  the  support  and  understanding  of  the  legislatures  that 
have  supplied  the  states  part  of  the  funds  needed. 

The  Board  also  cooperated  with  other  federal  agencies  which 
were  created  by  Congress  to  relieve  unemployment.   Under  these 
work  programs  Congress  required  that  a  public  agency  sponsor 
projects  and  contribute  part  of  the  funds  with  the  government  paying 
for  labor  and  some  material  and  other  costs.   In  order  that  this 
labor  might  be  employed  on  more  useful  projects  the  Board  sponsored 
many  water  conservation  projects  with  the  Civil  Works  Agency,  which 
was  succeeded  by  the  Works  Progress  Administration.   An  overall 
agreement  was  reached  in  1935  with  the  Works  Progress  Administration 
wherein  that  agency  allocated  two  million  dollars  to  a  water  con- 
servation program  in  Eastern  Montana  providing  the  Board  would  provide 
sponsorship  funds  in  the  amount  of  One  Hundred  Thousand  Dollars. 
Most  of  the  small  project  program  of  the  Board  under  which  128 
projects  were  built  is  the  result  of  this  agreement.   The  major 
consideration  in  building  these  projects  was  to  furnish  employment 
for  people  on  relief  rather  than  water  conservation.   Many  of  these 
projects  proved  not  to  be  serviceable,  but  this  was  the  result 
more  of  the  changed  precipitation  pattern  which  alleviated  the 
drought  conditions  rather  than  from  physical  failures  which  in 
many  instances  resulted  from  lack  of  maintenance  by  water  users  who 
could  be  benefitted  by  the  projects.   The  Board  also  received 
cooperation  from  the  Civilian  Conservation  Corps  in  building  two  of 
its  projects. 

To  keep  the  program  uniform  the  Board  has  used  substantially 
the  same  type  of  organization  and  water  purchase  contracts  on  all 
of  its  projects, including  those  built  entirely  with  state  funds. 
With  the  exception  of.  those  years  during  World  War  II,  the  legis- 
lature has  provided  funds  so  that  the  Board  might  continue  with  its 
construction  program. 

OTHER  ACTIVITIES 

In  its  study  of  water  conservation  possibilities  in  the  state, 
the  Board,  in  addition  to  the  projects  constructed,  has  made  surveys 
of  182  projects  and  a  very  limited  investigation  of  132  others. 
Many  of  these  projects  should  eventually  be  constructed  and  the 
information  the  Board  has  gathered  on  them  will  be  very  valuable 
for  any  future  construction  program.   The  Board  cooperated  with  the 
Montana  Power  Company  and  the  Bureau  of  Reclamation  in  a  survey  of 
the  Upper  Missouri  Basin  which  resulted  in  the  construction  of  the 
Canyon  Ferry  Project;  also  with  the  Bureau  of  Reclamation  on  the 
Upper  Flathead  River,  which  culminated  in  the  construction  of  Hungry 
Horse  Dam.  Cooperation  was  also  given  in  securing  construction  by 
the  Bureau  of  Reclamation  of  the  Marias,  Helena  Valley,  East  Bench 
and  Yellowtail  Projects.   To  increase  its  effectiveness  in  securing 


construction  of  these  orojects  the  Board  has  neintained  reproser.ta- 
tion  in  Washington,  D.  C.  »  so  that  ccn-inuod  perscr.ai  contact  would 
be  made  with  congressional  corr^ittees  and  departments.   The  Board 
naintains  representation  at  all  reotings  of  the  Missouri  Basin 
and  Columbia  Basin  Inter-Agency  Comnittees  and  such  other  meetings 
of  organizations  that  deal  with  v;ater  resources. 

The  1935  legislature  created  the  State  Electrif icc>tion  Authority 
and  named  the  State  Water  Conservation  Board  as  the  authority.   The 
act  re-enacted  ail  of  the  pov.-ers  given  to  the  Board  under  its  lav;, 
such  as  constructing  projects,  issuing  bonds,  etc.   The  purpose  v;as 
to  permit  the  Board  to  construct  all  types  of  electrification 
projects  more  particularly  Rural  Electrification  projects.   The 
national  Rural  Electrification  Administration,  after  consideration 
of  the  law,  determined  that  it  could  be-cter  conform  with  its 
activities  if  it  made  loans  directly  to  cooperatives  rather  than  a 
state  agency,  but  requested  the  Board  to  create  an  c-ngineoring 
force  to  provide  that  service  to  the  cooperatives.   The  State 
Electrification  Authority  Act  was  repealed  by  the  1953  legislature 
in  that  the  Board  had  never  used  the  terms  of  the  act,  the  engine- 
ering services  being  rendered  to  cooperatives  under  the  provisions 
of  the  water  conservation  board  act.   In  the  Rural  Electrification 
construction  program  carried  on  the  Board  has  furnished  engineering 
services  to  23  cooperatives  at  a  cost  of  $1,079,815.08.   Repayments 
by  cooperatives  and  current  accounts  amount  to  51,123,183.53, 
leaving  $43,368.45  to  apply  on  an  amount  of  $144  533.02  which 
the  Board  has  spent  on  general  engineering  and  other  costs  attribut- 
able to  the  program.   The  Board  has  accumulated  considerable 
information  which  is  valuable  for  the  continuance  of  future  con- 
struction of  projects.   There  is  being  presently  maintained  a 
small  engineering  force  commensurate  with  the  demands  of  the 
cooperatives. 

The  State  Planning  Board  was  created  by  the  1935  legislature. 

Under  the  act  the  Board  is  composed  of  the  five  members  of  the 
State  Water  Conservation  Board.   Its  purposes  are  to  develop  plans 
and  policies  for  the  conservation  of  land,  water,  mineral,  timber, 
coal,  oil  and  other  natural  resources.   It  was  provided  v/ith  an 
apcropriation  during  the  years  1935  to  1941,  and  appropriations 
were  again  made  for  the  years  1955  to  the  present  time.   Currently 
the  Board  is  engaged  in  an  active  program  of  encouraging  the 
location  of  industry  in  Montana. 

COST  OF  PR0GRM1 

Projects  of  the  Board  have  been  financed  from  various  sources. 

/ere  sold  to  the 
$135,000.00  was 

for  $98,500.00  were  sold  to  local  individuals.  Cash  grants,  based 
on  30%  on  Rock  Creek  Project  and  45/3  of  the  total  cost  on  others, 
were  made  by  the  Public  Works  Administration  in  the  amount  of 
$3,330,994.90;  two  projects  received  cash  grants  in  the  amount  of 
$178,632.78  from  Federal  Flood  Disaster  Funds,  and  three  projects 
were  financed  in  part  by  local  sources  in  the  amount  of  $59,849.65. 
Labor,  material  and  other  grants  in  the  amount  of  $3,454,710.90  were 
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substantially  all  received  fror.  federal  agencies  principally  the 
Worlce  Progress  Administration.   To  justify  the  grant  base  for  sor.3 
of  its  projects  the  Beard  ,-nade  a  2%   administration  charge  on  its 
larger  projects  and  5/^  on  the  smaller  ones  -  this  resulted  in  5 
charge  to  the  projects  of  $178,640.41.   Board  funds  in  the  amount 
of  il0,311,883.65  were  spent  on  the  program.   This  amount  includes 
$375,529.85  spent  on  surveys  and  investigations  and  $1,079,815.03 
spent  on  rural  electrification  projects- 

The  total  cost  of  the  program  as  shown  in  detail  in  Exhibit  B 
as  of  June  30,  i960  is: 

Bonds  Sold  $  4,356,500.00 

Cash  Grants  3,569,477.33 

Other  Grants  3,454,710.90 

Board  Funds  10,311,883.65 

■  Administration  Charge  178,640.41 

.  Total  Cost  of  Program    $21,871,212.29 

BOND  ISSUES 

Of  the  twenty-three  separate  bond  issues  of  the  Board  only 
one  Series  "X",  Charlo  Water  System  has  bonds  outstanding  that  are 
held  outside  of  the  Board.   This  issue  still  has  $7,000.00  in  bonds 
outstanding  which  should  ba  retired  within  three  years.   The 
following  eight  bond  issues  are  fully  retired:   Series  3'B" ,  Conrad;- 
Series  "F",  Park  Branch;  Series  "G",  Livingston  Ditch;  Series  "K",  - 
Big  Dry;  Series  "0",  Highwood;  Series  "P" ,  Columbus;  Series  "U" , 
Community  Gravity  and  Series  "1",  Brady.   Exhibit  "C" • shows  the  total 
bonds  issued,  $4,356,500.00,  have  earned  interest  in  the  amount  of 
$3,545,609.13.   There  has  been  $725,500.00  applied  on  bonds  and 
interest  payments  have  been  made  in  the  amount  of  $2,490,275.69 
leaving  a.  balance  due  on  the  bonds  and  interest  of  $4,686,333.49. 

Exhibit  "D"  shows  the  source  of  funds  used  to  apply  on  payment 
of  bonds  and  interest.   Payments  on  water  purchase  contracts  have 
provided  $2,993,462.11,  accrued  interest  at  the  sale  of  bonds 
amounted  to  $74,816.67   and  construction  funds  applied  for  interest 
during  construction  were  $198,777.20  making  a  total  funds  available 
$3,272,055.98,   Also  shown  on  Exhibit  "D"  is  the  accounting  for 
these  funds.   In  addition  to  $725,500.00  applied  on  bond  retirement 
and  interest  payments  of  $2,490,275.69  payments  amounting  to 
$25,274.73  were  made  to  Montana  banks  for  fees  in  handling  the 
Trusts  set  up  on  the  issuance  of  bonds.   There  is  as  of  June  30, 
1960.  cash  in  these  Trustee  banks  amounting  to  $25,914.29  available 
for  application  on  the  bond  issues.   There  is  also  available 
$2,236.63  with  the  State  Treasurer  for  Series  "X"  issue  and 
$2,854.64  in  funds  not  needed  for  bond  retirement  for  Series  "G" 
and  "P"  Bond  issues,  which  has  been  deposited  in  Bond  Fund  198, 
making  a  total  available  for  application  on  the  Bond  issues  of 
$31,005.56. 

When  Congress  discontinued  the  Public  Works  Administration 
seventeen  of  the  Board's  bond  issues  owned  by  that  agency  were 
transferred  to  the  Reconstruction  Finance  Corporation,  also  a 
federal  agency,  who  already  owned  Series  "V^"  bonds  issued  to 
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construct  the  Dead.r.sn's  Basir.  Project.   Subsequently  the  RFC  sold 
Series  "3"  bcndc ,  City  of  Ccnrsd,  to  private  investors.   That  agency 
assigned  an  engineer  to  supervise  its  investment  in  the  remaining 
seventeen  projects,  many  of  v;hich  were  in  default,  and  it  was  in  this 
period  that  the  Board  encountered  tremendous  difficulty  in  trying 
to  put  its  projects  on  a  sound  financial  basis.   -he  qovornmcnt 
insisted  that  ail  of  the  terns  of  the  contracts,  trust  indentures, 
etc.,  be  rigidly  adhered  to  znd   v/ould  not  permit  adjustments  even 
where  gross  injustices  were  apparent.   Many  of  the  problems  that 
existed  on  the  projects  were  the  result  of  the  eccncmic  condition 
of  the  wctcr  users  and  to  a  great  extent  the  fact  that  socn  after 
the  construction  of  the  projects  the  drought  cycle  reversed  itself 
and  v;ith  precipitation  more  plentiful  the  water  from  the  projects 
was  not  being  fully  utilized.   Studies  by  the  Board  showed  the  need 
for  a  fresh  start  on  many  of  the  projects  which  involved  an  ad- 
justment of  the  water  purchase  contracts  to  fit  conditions  as  they 
existed.   Many  conferences  were  held  with  Reconstruction  Finance 
Corporation  officials  and  efforts  to  make  progress  in  adjusting 
financial  conditions  of  the  projects  on  a  realistic  basis  were 
fruitless. 

In  1950  Congress  ordered  the  Reconstruction  Finance  Corporation 
to  liquidate  its  holdings.   The  seventeen  bond  issues  of  the  Board 
were  offered  for  sale  to  the  public.   The. Board  was  approached  by 
bond  houses  who  made  offers  to  refinance  these  bond  issues  that 
involved  guarantee  by  the  state  itself  of  certain  payments  provided' 
the  issues  could  be  acquired  from  Reconstruction  Finance  Corporation 
at  an  adjusted  price.   None  of  the  proposals  showed  promise  of 
bettering  the  projects  financial  position  to  the  point  the  Board 
believed  necessary.   The  Board  then  ordered  a  study  of  the  value  of 
the  repayment  available  from  existing  water  purchase  contracts  on 
the  projects  to  arrive  at  a  figure  it  could  offer  the  Reconstruction  • 
Finance  Corporation  for  the  bonds.   Based  on  the  possibility  of  secur- 
ing funds  from  the  legislature  to  purchase  the  bonds,  a  negotiated 
price  of  $1,534,882.33  with- Reconstruction  Finance  Corporation  was 
agreed  upan.   Involved  was  $3,926,835.02  in  bonds  with  $973,403.08 
in  accrued  interest  on  them. 

The  1951  legislative  assembly  appropriated  to  the  Board 
$1,450,000.00  which,  with  the  funds  in  the  Trustee  Banks,  was 
sufficient  to  purchase  the  bonds.   The  purchase  was  made  on 
July  11,  1951  and  Exhibit  "E"  shows  the  operation  of  these  bond 
issues  up  to  June  30,  1960.   Section  89-116.1  requires  that  the 
Board  deposit  all  revenues  from  these  seventeen  projects  in  the 
VJater  Conservation  Bond  Fund,  which  fund  reverts  to  the  state 
general  fund  on  June  30  each  year.   As  of  -Tune  30,  1960,  there  has 
been  reverted  to  the  general  fund  the  full  $1,450,000,00  appro- 
priation and  there  remains  in  the  Trustee  banks  $25,914.29  for 
further  reversion  to  the  fund.   The  value  of  the  water  purchase 
contracts  outstanding  v^hen  the  bonds  were  purchased  was  $2,536,564.80. 
New  contracts  were  sold  amounting  to  $1,376,912.33.   Payments  received 
on  contracts  was  $1,539,110.33,  leaving  the  remaining  value  of  the 
contracts  $2,374,366.80.   There  is  also  a  large  remaining  potential 
sale  of  water  from  the  projects. 
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FINANCIAL  REPORT 


The  following  is  a  statement  showing  the  source  of  state  funds 
and  other  receipts  and  their  disposition  covering  the  twenty-six 

and  one-half  year  period  from  inception  January  1934  to  June  30,  1960: 

Appropriations : 

t     To  Revolving  Fund  $  3.712,999.67 

To  Revolving  Fund  from  Post  War  Fund  650,000.00 

To  Betterments  and  Repairs  234,589.49 

To  Betterments,  Repairs  and  New  Projects  4,549,978.70 

To  Bond  Purchase  Account  1,446,831.69 

To  Administration  Fund  1,763,887.57 

To  Planning  Board  181.124.07 

To  Water  Resources  Survey  41,999.99 

To  Washington  Representative  17,500.00 

To  Retirement  System  86,260.18 

To  Social  Security  12,500.00 

Total  Appropriations  $12,697,671.36 

From  Miscellaneous  Income  55,142.97 

From  Administration  Charges  167,321 .25 

Total  Available  $12,920,135.58 

Disposition  of  Funds: 

Returned  to  General  Fund  -  Bond  Purchase  A/C  $  1,446,831.69 

Project  Accounts  7,592,547.52 

Inventory  308,148.42 

Cash  Balances: 

Planning  Board  a/C          $  3,682.76  $ 

Revolving  Fund  (Special  A/C)   215,661.38 

Betterments,  Repairs  and 
New  Projects  A/C  120,149.54 

P.E.R.S.  A/C                   1,082.31  340,575.99 

Project  Accounts  charged  off  597,884.95 

General  Accounts  charged  off  2,612,416.90 

Machinery  and  Appliances  Charged  Off  21, 730. II 

Total  $12,920,135.58 

Listed  in  income  is  $55,142.97  as  miscellaneous  income.   This 

is  made  up  of  $32,101.51  in  interest  collected,  $11,319.16  in 
administration  charges,  fire  insurance  $9,758.70  and  $1,963.60 
miscellaneous  income  received. 

Exhibit  "F",  which  gives  detail  on  expenditures  for  project 
accounts,  shows  the  following: 
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Board  Funds  invested  SIO, 311 ,S53.65  plus  administration  charges 
of  S176,54C.41.   There  was  repaid  to  the  Board  S2, 2?S, 7?2.43  and 
adninistrative  charges  of  S11,3I9.16.   Accounts  in  the  arount  of 
S597,884.95  were  charged  off  leaving  balance  due  on  active  project 
accounts  57,592,547.52.   These  charged  off  accounts  consist  principal- 
ly of  expenditures  the  Board  has  .Tsace  in  accumulating  information  on 
prosoective  projects  through  surveys  and  investigations  and  which 
projects  are  not  nov;  active. 

Exhibit  "G"  gives  a  detailed  breakdown  of  all  expenditures 
made  by  the  Board  during  its  existence  for  adninistrative  and  other 
general  accounts.   The  total  of  $2,612,416.90  is  made  up  of  the 
follov.'ino  categories:   Administration  S924  ,9'--5  .  37  ;  Engineering 
Office  $346,420.86;  Engineering  Field  $322,941.70;  Operation  and 
Maintenance  $231,117.14;  Machine  Shop  560,572.62;  Planning  Eoard 
$170,077.76  and  others  5556,031.45. 

The  balance  in  all  funds  provided  by  the  legislature  for  the 
Board  revert  at  the  end  of  each  biennium  except  the  special  revolving 
fund  which  each  legislature  has  permitted  the  Board  to  retain.   This 
fund  consists  of  repayments  made  to  the  Board  and  expenditures  from 
it  are  made  on  projects. 

THE  FUTURE 

Primarily  the  Board  is  a  construction  agency  but  with 
construction  activities  slowed  by  limited  funds  and  high  costs, 
the  Board  has  had  an  opportunity  to  give  more  attention  to  the 
problems  of'  management  of  its  projects.   There  has  never  been 
technical  help  employed  by  the  Board  to  promote  the  use  of  water 
on  the  projects,  and  only  limited  attention  has  been  given  to 
distribution  problems.   It  has  not  been  the  desire  of  the  Board  to 
perpetuate  its  existence  by  building  up  a  large  management  depart- 
ment, on  the  contrary  it  has  placed  tne  optxauion  of  its  projects 
insofar  as  possible  with  the  local  water  users  through  their 
associations. 

Since  the  acquisition  of  the  Bond  issues  and  because  it  does 
not  have  any  outstanding  indebtedness,  the  Board  does  not  have  a 
compelling  reason  to  force  the  utilization  of  water  from  its  projects 
and  is  in  a  position  to  allow  them  to  develop  soundly.   The  great 
potential  from  remaining  unsold  water  in  the  projects  which  belongs 
to  the  Board  permits  it  to  guide  the  use  of  this  water  in  such  a" 
manner  as  v,ill  reflect  the  greatest  benefit  to  the  economy  of  the 
state. 

To  put  a  monetary  value  on  the  states  remaining  equity  in  the 
projects  is  difficult  because  it  can  be  assumed  that  the  water 
unsold  in  the  projects  will  no  doubt  increase  in  value.   The  Board 
uses  three  types  of  units  in  securing  repaym.ent  under  its  water 
purchase  contracts.  V«ater  from  storage  projects  is  generally 
sold  on  an  acre  foot  basis.   V^fhere  a  canal  project  uses  the  direct 
flow  of  a  stream  some  projects  are  based  on  the  use  of  miners 
inches  of  canal  capacity.   In  some  instances  where  storage  water 
and  direct  flow  are  both  made  available  the  contracts  are  written 
on  an  acre  basis.   Exhibit  "K"  shows  in  detail  tnat  in  addition  to 
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services    on   dcr.estic   ivatex    supply   sys'ce.T.: 
now  due   the   Board    S5, 072,593.07    on   2177   water    pure': 


154   contracts 

that  there  is  ..-..  --•- ~- . --• . 

contracts  representing  the  sale  of  206,843  acre  feet  of  storage 
water,  17,715  miners  inches  of  car.al  capacity  and  a  water  supp.y 
29,209  acres  of  land.   Exhibit  "H"  also  shows  tne  potential  sale 
of  water  from  the  projects  based  on  the  repayment  and  term  of  ye 
that  was  agreea  upon  when  the  projects  were  constructed,  which 
reflected  the  amount  of  water  that  would  be  available  from  the 
facilities  ccnstructed.   This  exhibit  shows  in  detail  t/.-; 
3  v.'azor  suopiy  stixw  avaixable  i  cr  sa_c  -n  zr^e   uni'cs  u.'.cj:' 
thi3  financing  is  basea  for  191,678  acre  feei  of  stcrar.e 
miners  inches  of  canal  capacity  and  17,491  acres  of  land  with  a 
of  $7,345,599.45.   It  may  eventually  be  determined  thut  some  cf 
acreage  under  the  projects  will  be  used  for  other  purposes  than 
agriculture  and  in  others  lands  might  prove  unsuitable  to  irriga 
It  is  also  very  probable  that  this  water  owned  by  the  Board  will 
increase  in  value  as  present  charges  for  it  are  based  largely  on 
construction  costs  of  the  nineteen  thirties. 
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The  Board  has  a  dual  purpose  for  the  future:  first,  tb.e 
continuing  development  of  our  water  resources,  and  secondly,  ths- 
protection  of  tne  states  investment  in  the  projects  now  built- so  as 
to  secure  from  them  the  greatest  economic  returns  to  the  state,  as 
well  as  the  otata  funds  nov;  investc-o  in  them. 
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